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Housing As a Public Utility 


Suggested basis for a more effective regulation of cer- 
tain types of dwellings to include certificates of public 
convenience and necessity and approval of securities. : 


By EVERETT M. DIRKSEN 
MEMBER OF CONGRESS FROM ILLINOIS 


CASUAL glance at that subdi- 
A vision of the substantive law 
which deals with landlord and 
tenant and the tremendous volume of 
decisions and interpretations dealing 
with the varied and diverse relation- 
ships of the two directs attention to 
the fact that with the growth of this 
country, this relationship no longer 
remains the domain the old vaudeville 
jokesters who humorously delineate 
upon whether the figure quoted by the 
landlord was the rent or the telephone 
number or whether it was true that 
ice water circulated through the radi- 
ators in the winter time. 
That strange centripetal force which 
picked up people in rural and urban- 
rural areas and spewed them into 


metropolitan centers to give us bee- 
hives like New York, Chicago, Cleve- 
land, Detroit, and other cities, has add- 
ed to the complexity of this landlord- 
tenant problem because of the utter 
dependence of non-home-owners in 
such centers upon rental properties as 
a place of habitation. Because of this 
dependence, the matter of rents as- 
sumes an increasing importance in the 
scheme of things, That fact is par- 
ticularly true at the present time. 

For five years or more, heroic ef- 
forts have been made, through state 
and national legislation, to rehabilitate 
the purchasing power of the people be- 
cause that rehabilitation holds the key 
to prosperity, and in proportion as a 
larger or smaller slice of the family 
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budget must be allocated to rent, so 
purchasing power is directly affected. 


HIS analysis, such as it is, makes 

no pretensions to authority. It 
does not seek to utter the first or last 
word on the subject of rents and the 
need for a new sense of direction in 
the matter of landlord-tenant relation- 
ships. First and foremost, it seeks 
to stimulate thought and develop dis- 
cussion on a problem of national im- 
portance, which must sooner or later 
be durably and acceptably solved. 

It might be well, therefore, to re- 
capitulate the cycle of forces that have 
been operative for many years to show 
how vicious and far-reaching this 
problem of rents becomes, operating 
as a huge economic nutcracker as it 
were, crushing the rental tenant when 
the economic curve is on the ascend- 


ancy, and crushing the investor when 
descending. 

In prosperous periods, as every- 
one knows, construction of housing, 
whether it be dwellings, hotels, or 
apartment buildings, is a far-flung 


and continuous operation. Cities ex- 
pand. New additions are laid out, 
improved, with sewerage, water, side- 
walks, and pavements, paraded before 
the investor’s gaze with high pressure 
advertisements. Real estate develop- 
ment has always been a sort of hyster- 
ical process. Delinquencies are few. 
Returns on property are high. When 
purchasing power is at the crest, a 
goodly share of the tenant’s income 
goes for rent, and he pays without 
a murmur because of the belief that 
such gilded conditions will endure. 


HEN comes an economic depres- 
sion in which lay-offs and shut- 


downs occur. Earning power and pur- 
chasing power are at once impaired, 
and of necessity there follows a 
“doubling up” of occupancy. Newly 
married people move in with mothers 
and fathers-in-law. Sons and daugh- 
ters take their families and go back 
“home” because reduced wages make 
it impossible to pay current rents, or 
total unemployments makes it impos- 
sible to pay any rental at all. 

This “doubling up” process is uni- 
versal and obtains in large cities and 
small towns and the net result is pre- 
cisely the same. The percentage of 
occupancy declines, the return on the 
investment in the property declines 
proportionately, and if the dislocated 
condition is sustained as in the case 
of the present depression, it reaches 
the point where earnings on the prop- 
erty are no longer adequate to pay 
taxes, interest on outstanding bonds, 
principal retirement on bonds, and 
other necessary fixed obligations, and 
there follows a wave of foreclosure. 


ORECLOSURE and losses to invest- 

ors are immediately followed by 
a complete drying up of the long-term 
capital market for large-scale building 
operations and, as at present, such 
bonds cannot be sold at any price. 
Construction then becomes another of 
the stagnant industries and contributes 
its share to a continuance of the de- 
pression and to an aggravation of dis- 
tress because the millions who have 
been identified with that industry as 
architects, builders, masons, hod car- 
riers, carpenters, plasterers, and in 
other ways are not only shunted into 
the ranks of the unemployed but ulti- 
mately become candidates for relief 
agencies. 
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present there must come a re- 
sumption of normal times. At 
least, such has always been the case 
in the past and of necessity must be 
the case at present. As employment 
expands and purchasing power is re- 
created, those who doubled up once 
more find habitations of their own. 
As occupancies increase, the available 
rental properties are gradually ex- 
hausted and, when supply is less than 
demand, it offers the perfect oppor- 
tunity to raise rents because the prop- 
erty owner knows full well that it is 
a lessee’s market. After a time, build- 
ing operations are resumed, a normal 
or super-normal volume of construc- 
tion obtains, and once more the cycle 
is resumed until such time as another 
depression brings it to an end. 

Two local aspects of this picture 
should be emphasized. The first is 
that as occupancies increase and the 
visible habitations are exhausted, rents 
seem to increase at a greater rate than 
earnings. Earnings are almost in- 
variably the first to come down and 
the last to go up, so that when an 
arbitrary ten or twenty per cent in- 
crease in rent is announced by the 
landlord or property owner and there 
is no place to go, the tenant is com- 
pelled to grin and bear this bitter 
medicine, even though the family 
budget will scarcely admit of this in- 
crease without drastic sacrifice. 


The other aspect is that it is so 
often possible for those who are iden- 
tified with building operations and 
building finance to become indifferent 
to the housing needs of the commu- 
nity or actually to restrict building ex- 
pansion for the purpose of success- 
fully continuing what might well be 
styled as a “rent-gouge.” 


LS" apn wishing to do injustice 
to anyone, it occurs to me that 
there is such a situation in Washing- 
ton, D. C., at the present time. The 
great influx of government workers 
has literally exhausted all available 
housing and made it so easy for prop- 
erty owners arbitrarily to boost rents 
without a proper regard for the bur- 
den which it imposes. To that, one 
might add the lack of building expan- 
sion, whether by design or from in- 
difference. The net meaning of this 
present condition is that until such 
time as more rental properties are 
available, and a greater competition 
exists in the rental field, it will be 
possible not only to maintain the pres- 
ent rental levels but to increase them, 
and get it, because there is no place 
for these employees to go. 

The investigations of the Select 
Committee of the House of Represen- 
tatives to Investigate Bondholders 
Protective Committees during the 
73rd Congress, of which committee 


e 


has accounted for but thirty-five millions of dollars in 


q “SINCE its inception, the present Federal Housing program 


modernization and improvement of property. As for new 
and large undertakings, there are so few that it ts scarcely 


worthwhile to consider them. 


Confidence in the real estate 


bond market has been destroyed and it will be a long time 
before an elastic market is again built up.” 
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the author was a member, have de- 
veloped some information to indicate 
that the problem of rentals, particu- 
larly in the larger cities, is not a local 
picture. It is but part of the larger 
pattern and shows the close relation- 
ship of rentals to the index of pros- 
perity. 

Back in the lush and abundant days 
before the depression, the construc- 
tion industry attained a level of al- 
most twelve billion dollars annually. 
About 25 per cent of this amount 
went into the construction of homes 
and the balance in larger structures 
such as theaters, hotels, apartment 
houses, and commercial structures. 


| ote of these properties were 
erected by contractors working 
in conjunction with bond houses 
which finance the ventures. So of- 


ten appraisals were entirely too high, 


financing expenses were assessed 
against the project and made a part 
of the cost against which bonds were 
issued, values were freely watered, 
and these properties had to show enor- 
mous yields in order to pay out. Even 
then, while rentals were high, occu- 
pancy was proportionally high, and 
these ventures paid their way because 
the level of purchasing power was 
high. 

Then came the first shock of the 
present dislocation, as a result of 
which, vacancies increased, rentals 
had to be scaled down, leases were 
summarily broken by maving out, and 
the return on the investment was in- 
sufficient to meet payments of interest 
and retirement of bonds as they fell 
due. The net result was wholesale de- 
fault; and this was the unfortunate 
result in spite of the much advertised 


reserve funds which some bond hous- 
es had set up. 

Two important general results are 
at once apparent. In the first place, 
thousands of people who were depend- 
ing on interest payments on their 
bonds, with which to carry on, were 
deprived of this purchasing power, 
and in many instances were forced to 
accept relief. It was a sizable factor 
in aggravating the effect of the de- 
pression. Secondly, the capital mar- 
ket for long-term real estate financing 
was suddenly destroyed and now 
stands as a great barrier against every 
artificial effort to breathe new life into 
housing and construction enterprises 
so that additional labor might be em- 
ployed and the long lines of unem- 
ployed shortened. 


gman its inception, the present Fed- 
eral Housing program has ac- 
counted for but thirty-five millions of 
dollars in modernization and improve- 
ment of property. As for new and 
large undertakings, there are so few 
that it is scarcely worthwhile to con- 
sider them. Confidence in the real 
estate bond market has been destroyed 
and it will be a long time before an 
elastic market is again built up. 

It is said that of some ten or eleven 
billions of real estate bonds outstand- 
ing at the present time, nearly eight 
billions are in default, directly affect- 
ing the economic welfare of from 
three to four million small holders of 
such bonds. Obviously, these proper- 
ties must be reorganized and for some 
years such reorganization work has 
been carried on through the instru- 
mentality of so-called bondholders’ 
protective committees. They solicit 
a deposit of the bonds under a deposit 
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Shall Rents Be Regulated? 


“T" might be well for states and municipalities to give serious 

attention to this rental problem for sooner or later it must 

be solved on a fair, durable, and equitable basis which will prevent 

rent gouging, which will prevent the incalculable annual loss to 

real estate investors because of indiscriminate building, which will 

prevent the blighting of vast areas of adjacent property, and which 
will insure a fair return to the builder.” 





agreement which contains a power of 
attorney, so broad in it’s scope as to 
give complete control to the commit- 
tee. 

Incident to reorganization, there 
follows then foreclosure proceedings, 
with exorbitant expenses for trustee’s 
fees, fees for trustee’s attorney, re- 
ceiver’s fees, attorney fees for the re- 
ceiver, fees for a management cor- 
poration, fees for the protective com- 
mittee, court costs, and many other 
charges, all of which must come either 
out of rents or out of the bondholders. 
In many instances, the owner of the 
bond has received from 5 to 10 cents 
on the dollar after reorganization has 
been completed. 


N other cases, dummy corporations 
have been set up to bid these prop- 
erties in at a fraction of their value, 
thereby wiping out the bondholder’s 
interest. Once these properties are 
obtained by such sharp dealing and all 


taxes and expenses retired, the first 
move of the new owner is to raise the 
rent to a point far beyond the actual 
investment which he has in the prop- 
erty and once more, we start on the 
road to disorganization in the real es- 
tate field. It may be deduced there- 
fore that a portion of the high rents 
paid in the prosperous days was neces- 
sary to pay obligations on watered 
values which were entirely unearned, 
while in the depressed period, mod- 
erate rentals were enjoyed by tenants 
but at the expense of bondholders 
whose holdings were wiped out. This 
is a vicious, unhealthy, illogical con- 
dition which must be remedied if there 
is to be a durable kind of prosperity. 

Now, may I indulge some general 
observations. Today, if one wishes to 
start a railroad, a bus system, or in- 
stall a gas or electric distribution sys- 
tem in some municipality, he must 
first obtain a certificate of necessity 
and convenience from the Interstate 
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Commerce Commission or from the 
public service commission of one of 
the states, He must show a clear need 
for such additional facilities or the 
certificate is denied. The same thing 
obtains for the moment with respect 
to procuring a permit to build and 
operate a distillery. 


| a public hearing, it must be clear- 
ly shown that additional capacity 
is necessary. The reason for these 
restrictions must be apparent to all. 
It seeks to stop ruinous and cut-throat 
competition, to protect the investments 
of security holders, and to prevent the 
disorganization of business enterpris- 
es that are invested with a certain 
public interest. 

Surely no one will contend, in 
this highly complex country where 
millions of people are wholly depend- 
ent upon rental properties as a place 
for habitation, that they are not in- 
vested with a public interest and that, 
therefore, a certificate of necessity 
should be made mandatory before any 
one, be he contractor, promotor, spec- 
ulator, builder, or house of issue be 
permitted to build large apartment 
structures and sell the securities to 
the public without showing clearly 
that there is a need for additional 
housing, and that there is a reasonable 
prospect for continued returns to the 
investor. Had such a regulation been 
in effect ten years ago, we would not 
today have the spectacle of four mil- 
lion thrifty citizens, robbed of their 
life’s savings by the wholesale default 
in the realty bond market. 

Today, the Federal Reserve System, 
the Federal Deposit Insurance Cor- 
poration, and the Treasury Depart- 
ment exercise every precaution in pre- 


venting banks to spring up where such 
banks are not needed. 


HE lesson of the last few years 

has been painful but inspiring 
and today, the organization of new 
banks is discouraged unless needed. 
It is a case of giving the public every 
possible safeguard against loss. Yet 
how derelict we have been in the 
realty field. Neither the states nor 
the Federal government exercise any 
degree of control over hit-and-miss 
realty expansion. It’s a case of every- 
body for himself and let the devil take 
the hindmost. 

Little effort has been made to regu- 
late and standardize the form and 
substance of indentures and securities 
covering real estate and it is a fair 
assumption that the public has in the 
past purchased real estate securities 
without knowing precisely what they 
were purchasing. Right now in the 
matter of reorganization of these 
properties, income bonds are being 
exchanged for first mortgage bonds, 
the original holder little realizing that 
his security has been vitiated and that 
all he holds is a promise to pay out 
of income, provided income exceeds 
expenses. It offers a splendid way to 
load the management of such proper- 
ties with unwarranted expenses and 
leave the holder of the income bond 
with nothing more than a slender 
hope. And the irony of it all is that 
such proceedings are entirely legal. 

There must be some form of super- 
vision if a normal market for real 
estate securities is ever to be regained 
and that supervision must start with 
some evidence of the necessity for 
construction of properties to be used 
for rental purposes. 
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HEN a bond issue on some apart- 

ment building, for which a clear 
need has been shown, represents its 
exact value, based on some theory of 
prudent investment, it at once safe- 
guards the investor and also safe- 
guards the tenant because he cannot 
be gouged in order to effect returns 
on an investment that is nothing more 
than water, or the distorted judgment 
of some incompetent and prejudiced 
appraiser. It is fair to say that some 
day, we will consider rental proper- 
ties, above a certain number of units, 
as being coupled with a public inter- 
est, the rentals on which shall be con- 
ditioned on a fair return on the in- 
vestment and no more. 

Where securities have been sold to 
the public on such properties, the need 
for such regulation becomes even 
more imperative in order properly to 
safeguard the far-flung innocent pur- 
chasers of such securities. That this 
is true may be evidenced by the fact 
that one house of issue of real estate 
securities financed more than 400 
properties in 21 different states and 
sold these bonds in every state in the 
union. 

Still another broad economic benefit 
is discernible in a close scrutiny and 
adequate regulation of large-unit 
housing besides the benefit and safety 
that would accrue to tenant and to 
the security holder, and that is the 
prevention of blight and the safe- 
guarding of the value of adjoining 
properties. 


|. yanoeen the days of zoning ordi- 
nances, it was possible for com- 
mercial establishments of all kinds to 
invade a residential area and, in the 
space of a few years, impair the value 
of residential property by one half 
and sometimes more. To stop this 
invasion and save property values, the 
zoning idea was devised and after 
many hectic years of litigation, it was 
held sound and constitutional and is 
gradually being adopted from one end 
of the nation to the other. 

But it requires no such affirmative 
act as the construction of a gasoline 
service station or a boiler factory in 
a neighborhood to gradually blight 
that property and destroy its value. 
It can be and is being done even now, 
by permitting the indiscriminate an- 
nexation of new subdivisions to mu- 
nicipalities and the development of 
such divisions with fine apartment 
properties so that the intermediate 
land area becomes blighted. Any city 
of 100,000 in the United States will 
bear witness to that fact. For that 
matter, a hasty glance at some of 
the slum clearance projects being un- 
dertaken in large centers speaks elo- 
quently of that fact. Once upon a 
time, the properties now to be razed 
were good habitable properties repre- 
senting millions of invested capital. 
But the lack of direction given to 
building construction and develop- 
ment took the activity off in another 
direction with the result that these 
properties became neglected, blighted, 


“THERE must be some form of supervision if a normal 
market for real estate securities is ever to be regained and 
that supervision must start with some evidence of the neces- 
sity for construction of rental properties.” 
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slatterns which must now be torn 
down. 


H” there been a regulatory body 
years ago, a certain direction 
could have been given to the growth 
of our cities, we would not now have 
blighted, unhealthy, unsightly areas 
that often extend for miles, and we 
might have safeguarded the ground 
value of the properties that must now 
be destroyed. It would have given 
compactness to our cities. It would 
have saved millions upon millions to 
street car, bus, electric, and gas com- 
panies who must bridge these blighted 
areas with their facilities in order to 
extend tracks and lines, and pipes, to 
distant subdivisions. And after all, 
the public must pay for it, so why 
not administer correctional methods 
and stop this wastage of huge areas. 

When rental property, exclusive of 
single and 2-family dwellings, is con- 
sidered as having a definite public in- 
terest, and that interest is conserved 
by a regulatory body, it might be 
that such a body can recommend to a 
state or to the municipalities the im- 
position of a nuisance tax which will 
compel the destruction of blighted 
properties as soon as they become un- 
inhabitable. Such a power, coupled 
with restrictions upon indiscriminate 
building, would do much to conserve 
- values, conserve the savings of many 
a citizen who has invested his all in 
such property, and pay big dividends 
in beauty and compactness. 


I AM not unmindful of the many de- 
tails which present themselves if 
a regulatory body were empowered to 
give direction to the future develop- 
ment of housing, but these details pre- 


sent no serious obstacle. Such a com- 
mission could be made a part of the 
state public utility or commerce com- 
mission which now exists in virtually 
every state or it could be set up as a 
separate entity and styled the State 
Housing Authority, administered by 
experienced men, who hold office for 
a long period, and who are well com- 
pensated. Rental rates could be pred- 
icated upon a sound theory of prudent 
investment or upon the best practices 
that obtain in the administration and 
amortization of large unit properties. 

Power to supervise not only the 
building of large-unit properties based 
upon clear need, but to supervise and 
standardize the issuance of real estate 
securities should be concentrated in a 
single commission or authority be- 
cause of the close interrelationship 
between the interest of the bondhold- 
ers and the tenants, as previously 
pointed out. 

Doubtless, there would be some de- 
parture from the practice that now 
obtains in the utility field with respect 
to the duty that is imposed on such 
utilities to serve all. The rental of 
property could be invested with a pub- 
lic interest and still preserve the basic 
characteristics of private control. 


ANDLORDS should not be deprived 
of the right for instance to de- 
mand references from a tenant, or 
to be selective in choosing tenants be- 
cause there devolves upon the land- 
lord or owner a responsibility for the 
preservation and upkeep of the prop- 
erty. It is essentially a personal re- 
sponsibility and latitude must be per- 
mitted. These, however, are problems 
that could be ironed out without diffi- 
culty, even as the problems which con- 
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fronted the first zoning and planning 
commissions were gradually solved. 
It might be well for states and mu- 
nicipalities to give serious attention to 
this rental problem, for sooner or later 
it must be solved on a fair, durable, 
and equitable basis which will prevent 
rent gouging, which will prevent the 
incalculable annual loss to real estate 
investors because of indiscriminate 
building, which will prevent the 


blighting of vast areas of adjacent 
property, and which will insure a fair 
return to the builder. Enlightened 
builders and houses of issues will do 
well to take the initiative for some day 
it will be necessary for legislators to 
attack this problem and when they do, 
the restrictions that might be imposed 
might go infinitely further than build- 
ers, promotors, developers, and finan- 
ciers might desire. 











Facts about the Telephone Industry 


More than 45,000 miles of special telephone circuits are in use every 
day in connection with radio broadcasting. 


*” 


* 


No one holds as much as one per cent of the stock of the Bell Tele- 
phone System, the average holding being 28 shares. 
* * 


TELEPHONE development in the United States continues to lead the 


world with more than 13 telephones for each 100 people. 


second in development with 11.15. 
* 


Canada, 


a 


In the last year 144 persons were arrested for tampering with tele- 
phone coin boxes of the New York Telephone Company, and 143 of 


them were convicted in the courts. 


* 


* 


Tue American Telephone and Telegraph Company had 675,000 stock- 
holders on December 31, 1934, of whom 379,000 were women and more 
than 100,000 were Bell System employees. 

* 


” 


THERE were 13,458,000 Bell System telephones in service at the end 
of 1934. This total represents a net gain of 298,000 telephones for the 
year compared with a net loss of 630,000 in 1933. 


* 


* 


SEVERAL years ago the Missouri Pacific railway strung a telephone 
line along a section of its right of way. Today the road’s private 
telephone system is by far the largest of any railroad in the country. 


* 


* 


Or the 32,495,855 telephones reported in the world, over 51 per cent 


were in the United States. 


About 35 per cent were in Europe and 


34 per cent in Canada. The remaining 10 per cent of telephones were 
widely distributed throughout the world. 








Let Commissions Regulate 
the Taxicabs 


Control by Codes Unsatisfactory 


WHILE codes, in so far as they may be legally valid, approach the 

problem largely from the social point of view with intent to improve 

the status of labor they do not, in the opinion of the author, go directly 

to the source of the industry’s difficulties. On the other hand, com- 

mission regulation, he believes, is more directly concerned with curing 

the basic causes of the industry’s troubles and is more responsive 
to the requirements of the public. 


By HAWLEY S. SIMPSON 


ESPITE the plethora of ideas 
D and plans for the reorganiza- 
tion of our economic scheme 
which are emanating from every 
branch of government, neither the 
Washington Brain Trusters nor the 
New Dealers elsewhere have remem- 
bered all of the “forgotten men” of 
industry. There is, for example, the 
taxicab driver. Enmeshed in a sys- 
tem which demands from twelve to 
eighteen hours’ work a day for a re- 
muneration barely equivalent to relief 
allowances, this victim of a real in- 
- dustrial tragedy has been almost total- 
ly ignored by the advocates of higher 
wages and shorter hours. 

True, attempts were made by the 
National Recovery Administration 
(prior to its annihilation by the Su- 
preme Court) to codify the taxi- 
cab industry and establish decent la- 
bor conditions, but without success. 
Here was an instance of a relatively 


unorganized industry successfully de- 
feating all administration efforts to 
improve wages and shorten hours 
while better-managed opposition to 
the Federal government’s recovery 
program “toed the line” obediently, 
even though with obvious reluctance. 

It is only fair to point out that 
regulation, on a national scale, of an 
industry with such widely distributed 
ownership and divided responsibility 
would have been difficult under the 
most favorable circumstances. 


— if, in the hectic evangelistic 
days of the Blue Eagle when in- 
dustry after industry was heeding the 
call to be saved and crowding the 
mourner’s bench, some sort of a code 
embodying maximum hour and mini- 
mum wage provisions had been en- 
acted, there is slight assurance that 
it would have been even partially 
successful. Incohesive as the indus- 
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try is, the entire burden of enforce- 
ment would have fallen upon NRA. 
Needless to say, its machinery, as 
constituted before the Schechter Case, 
would have proved totally inade- 
quate to regulate such a heterogeneous 
group. Even if authority and staff 
were available, it would have been im- 
possible and impracticable, in all com- 
munities and under all conditions, to 
have enforced compliance. Through 
what agency could the working hours 
of these thousands of individual oper- 
ators have been checked? By what 
means could their earnings—because 
there would be no wages in the ordi- 
nary sense—have been determined? 
Who, indeed, would be qualified to 
say what constitutes earnings in that 
portion of the industry which is pure- 
ly individualistic? 

Bad working conditions—the one 
thing a code would primarily be de- 
signed to correct—are the result, not 
the cause, of the troubles in the taxi- 
cab business. Too much competition 
and too low fares have been sapping 
the industry for years, and to these 
two factors most of its many difficul- 
ties can be traced. It seems highly 
improbable that a code could have 
gone effectively and directly to the 
root of these evils. 

In contrast with this little tried gov- 
ernment innovation, state or local 
control of the taxicab as a public util- 
ity appears to offer the soundest and 
most effective approach to the taxi 
problem. 


oe is no question regarding 
the status of the taxicab as a pub- 
lic utility. 

In an action against the public util- 
ities commission of the District of Co- 


13 


lumbia, it was contended that, because 
of contracts to render taxicab service 
to a hotel and railroad station, plain- 
tiff’s cabs were not common carriers 
and not subject to the commission’s 
jurisdiction. Justice Holmes,’ speak- 
ing for the United States Supreme 
Court, said that despite the somewhat 
special nature of a portion of the serv- 
ice, plaintiff’s taxicabs were “a pub- 
lic utility by ancient usage and under- 
standing as well as common carriers 
by the manifest meaning of the 
act.” ® 

This language is clear cut and un- 
mistakable in meaning. A legislative 
body may delegate to a state commis- 
sion broad authority over the taxicab 
industry by defining it as a public util- 
ity. With this authority may go all 
the powers that could be exercised by 
the National Recovery Administra- 
tion, and more, with the exception of 
jurisdiction over wage scales and 
hours of work. In this latter respect, 
however, many states have passed. 
legislation fixing maximum working 
hours for common carrier employees 
in the interest of safety, accomplish- 
ing just what NRA attempted to do, 
although motivated by an entirely dif- 


ferent reason. 

a is therefore clearly possible for 
the state regulatory commission to 

strike directly at the conditions which 

have given rise to the low wages 

and long hours which NRA deplored, 


1 Terminal Taxicab Co. v. Kutz, 241 U. S. 
252, P.U.R.1916D, 972. 

2The act referred to defines “public util- 
ity” as embracing every “common carrier,” 
which phrase in turn is declared to include 
“express companies and every corporation 
‘ controlling or managing any agency 
or agencies for public use for the conveyance 
of persons or property within the District of 
Columbia for hire.” 
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namely: to control the number of 
taxicabs and to establish compensa- 
tory rate schedules. Through appli- 
cation of these broad powers, the 
natural working of economic forces 
should automatically correct bad labor 
conditions. It may not take place quite 
so quickly as it would have under 
NRA, but it will be accomplished with 
more justice to all concerned and with 
less sudden disruption of established 
practices. 

Jurisdiction over the taxicab has al- 
ready been granted to public utilities 
commissions in eight states and the 
District of Columbia and to the state 
road commission in West Virginia. 
This authority includes, among other 
things, the power to grant or refuse, 
revoke, and suspend certificates of 
public convenience and necessity; es- 
tablish or approve fare schedules; re- 
quire public liability and property 
damage insurance or suitable evidence 
of financial responsibility ; require the 
filing of annual operating reports, and 
generally to supervise the service and 
prescribe rules and regulations for the 
safety of operation. Full authority 
of this character is possessed by the 
utilities commissions in Arizona, 


Arkansas, Connecticut, Maryland, 
Montana, Pennsylvania, and Rhode 
Island, while in the District of Colum- 
bia and the states of Nebraska and 
West Virginia certain limitations 
have been placed upon the commis- 
sions’ authority. 


Fagen these states include only 
a few of the 93 cities of over 
100,000 population, taxicabs in more 
than one half of the other cities of 
this size are the object of local regula- 
tion quite comparable to that which 
would be exercised by a state commis- 
sion. In 42 of these cities a local of- 
ficial, the common council, an already 
existing commission, or a special com- 
mission or board has been empowered 
to determine, after hearing, whether 
public convenience and necessity re- 
quire additional taxicab service. In 
most instances public liability and 
property damage insurance, bond or 
indemnity reserve is required, and in 
others uniform or minimum rates of 
fare have been established. 

The test of this form of regulation, 
whether statewide or local, is in the 
results obtained. A survey, conduct- 
ed by the writer in 1934, furnishes 
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TABLE I 


TaxicaB Density IN Cities IN WHICH CERTIFICATES OF PuBLic Con- 
VENIENCE AND NECESSITY ARE REQUIRED COMPARED WITH DENSITY IN 
Citres In WuaicH TuHere Is No Sucnh REQUIREMENT 


Population per Taxicab 
In Cities 
in Which 


Population 


Weighted Ratio of Taxicab 
Density in Cities 
In Cities Not Requiring Cer- 
in Which tificates to That 


Certificates Certificates Are in Cities Requir- 


Group Are Required Not Required ing Certificates 


Over 1,000,000 
500,000-1,000,000 
250,000-500. 


’ ,000 
100,000-250,000 
All cities over 100,000 


494 
908 
515 
1,541 


625 
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definite proof of the efficacy of utility 
regulation in limiting cabs and estab- 
lishing reasonable compensatory rates 
of fare, from which numerous subsid- 
iary benefits of regulation will natu- 
rally flow.® 

To ascertain the effect of public 
utility regulation on the number of 
’ taxicabs, the cities of more than 100,- 
000 population were divided into two 
classes: (a) those in which certificates 
of public convenience and necessity 
are required, and (b) all others. For 
each U. S. Census Bureau population 
group the weighted population per 
taxicab was calculated in each classi- 
fication showing, as reported in the 
accompanying table (page 14) ap- 
proximately twice as many cabs in re- 
lation to population in the unregulat- 
ed, as in the regulated, cities. 


XAMINATION of the data for indi- 
vidual cities from which this 
comparison has been derived reveals 
inconsistencies which, upon further 
study, are readily explainable. Some 
cities in which the taxicab is classed 
as a public utility have much higher 
taxicab densities than others of simi- 
lar size and characteristics where 
utility regulation is not in effect. 
Generally this is because the legisla- 
tion has been enacted only after the 
situation has become chaotic, with 
taxicabs far in excess of public de- 
mand. 

The general rule that all bona fide 
licensed taxicabs, as of about the ef- 
fective date of the law, shall be grant- 
ed certificates without being required 
to prove convenience and necessity 
_ 8A. T. A. Bulletin No. 467: “The Taxicab 
Industry in the United States,” American 


— Association, New York City, Jan. 1, 


tends to reduce the effectiveness of 
public utility regulation, as it affects 
cab numbers, in its earlier stages. It 
is only after a number of years, dur- 
ing which the commission refuses to 
grant further permits, and the natu- 
ral mortality due to revocations, etc., 
asserts itself, that the number of cabs 
in service is reduced to proper propor- 
tions. 


HE situation in Baltimore is an 

excellent example. The Mary- 
land Public Service Commission as- 
sumed jurisdiction over taxicabs in 
that city in 1932, and on January 10, 
1933, reopened an investigation into 
the taxicab situation. As a result, the 
commission said: 

Without undertaking to say exactly how 
many cabs it would be necessary to have in 
Baltimore in order to meet the require- 
ments of the public convenience and neces- 
sity, the commission will issue no more per- 
mits, unless for exceptional or compelling 
reasons, until the number taxicabs now 
operating in ro is materially re- 
duced. . . 

This ae has produced real re- 
sults. Three days after the hearings 
began there were 1,424 licenses out- 
standing in the city of Baltimore— 
the highest number reached that year. 
Revocations, refusals to reissue for 
cause, and voluntary surrenders had 
cut the number to 971 on January 1, 
1935—a reduction of nearly 40 per 
cent. The present number, while per- 
haps still too great, is not nearly so 
far out of line with that in other ci- 
ties of similar size and characteristics 
as in the heyday of unregulated com- 
petition. 


ee again to the table, it 
should be stated that the com- 


Opinion and Order No. 23337, filed Au- 


gust 10, 1933 (2 P.U.R.(N.S.) 33, 43). 
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Factor of Safety in Taxi Operation 


“FR 


RoM the standpoint of the public, 
one of the most important benefits 


of utility control is the improved factor 


of safety. 


The lesser number of cabs, 


alone, which adequate regulation usually 
brings about, makes for a reduction in 
the accident toll, especially when com- 
bined with rigid and continuing inspection 
and required high standards of mainte- 
nance which are a corollary of commis- 
sion regulation.” 





parison in the case of cities of over 
one million population is unusual. 
The only city in this group without 
public utility regulation is New 


York,® with a very high taxicab den- 
sity, resulting in the highest ratio of 


any group. Regardless of whether 
there is, or is not, public utility regu- 
lation in New York, its population 
per taxicab should still be less than 
in other large cities because of special 
conditions prevailing there. 

Coming now to the matter of 
charges, no such wide disparity is 
found between cities in which fares 
are regulated and those in which com- 
petition fixes the rate as was found 
in the case of cab density. To inves- 
tigate the relation between regulation 
_ and rates of fare, data were obtained 
from 69 of the 93 cities of more than 
100,000 population. These were di- 

5A bill to place taxicabs in New York 
state under the control of the public service 
commission, and in New York city under the 
transit commission was introduced in the leg- 
islature early in 1935. Although this bill was 
not passed, a legislative committee was created 
to make a full investigation of the taxicab 
situation in the state and to report to the 


legislature with recommended legislation on 
or before February 1, 1936. 
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Less than 45¢ 


vided as between cities with, and with- 
out, rate regulation. A summary of 
the results will be found in the ac- 
companying tabulations, Tables II 


and III: 
TABLE II 
CoMPARISON OF PREVAILING RATES OF 
TaxicaB Fares IN CITIES WITH 
AND WITHOUT REGULATION ! 
Cities Cities 
in Which in Which 
Rates Are Rates Are 
Regulated? Unregulated® 


Maximum Fare 65¢ 
Median Fare 50¢ 
Minimum Fare 20¢ 


TABLE III 
CoMPARISON OF PERCENTAGES OF CITIES WITH 
AND WITHOUT REGULATION IN WHICH PRE- 
VAILING RATES OF TAXICAB FARES ARE 
ABOVE AND BELow 45¢ ror A TRIP OF 
Two Mies ror Two Persons 
. Cities Cities 
in Which in Which 
Rates Are Rates Are 
Regulated Unregulated 
74% 48% 
26% 52% 


1 Fare for two persons for a trip of two 
miles; about the average trip and thus these 
figures are about the “average fare per trip.” 

2 Includes 27 cities of over 100,000 population. 

3 Includes 42 cities of over 100,000 population. 


Prevailing 
Rate of Fare 
45¢ and more 


The most significant thing about 
Table II is that the range of fares, 
from minimum to maximum, is less 
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where rates are subject to regula- 
tion than where they are not. Reg- 


ulation, then, tends to keep fares 
above absurdly low levels, and at the 
same time protects the public against 
excessive rates; it does not, as is so 
frequently charged by opponents of 
utility regulation, 
high fares. 


promote unduly 


. is also worthy of note that the 
median fare, where rates are reg- 
ulated, is 50 cents for a trip of 2 
miles for two persons. This, the 
writer is convinced, after careful 
study of the statistics of a large num- 
ber of operating companies, is about 
the lowest fare under which profitable 
operation, even with modern, light- 
weight equipment, is possible. In this 
conclusion experienced taxicab oper- 
ators concur. 

No fare materially lower than this 
will produce revenues sufficient to en- 
able the driver to earn a reasonable 
wage, permit proper maintenance in 
the interest of safety, furnish full pro- 
tection to the public in case of injury, 
provide an adequate reserve for depre- 
ciation and obsolescence and at the 
same time leave some margin for 
contingencies and return on invest- 
ment. 

It is true that taxicab properties are 
being operated at lesser rates of fare 
with apparent profit to the owner, 
for there are almost innumerable ways 
in which operating costs can be os- 
tensibly reduced below what sound 
accounting procedure would approve, 
but the economies are purely fictitious. 
They are obtained through foisting a 
portion of the proper operating 
charges upon the shoulders of the pub- 
lic and the company’s employees; in 


the first instance through inability to 
meet its just obligations resulting 
from damage claims, and in the sec- 
ond through failure to provide a de- 
cent living wage for its employees. 
So, in the end, the true cost of a taxi- 
cab ride will always approximate the 
median rate in cities with regulation, 
although the meters may display lower 
totals. 


I" Table III an attempt has been 
made to show in what percentage 
of cities the rates of fare may be said 
to be reasonably compensatory. We 
have used, for the sake of conserva- 
tism and to include properties oper- 
ating at exceptionally high efficiency, 
a dividing line of 45 cents per trip, 
rather than 50 cents. Here it is seen 
that the rates in cities with regulation 
are fairly compensatory in about 
three fourths of the instances, while 
in those places where competition sets 
the rate, at least half of the properties 
are being operated with very remote 
profit possibilities. 

As we have pointed out, the pri- 
mary purposes of utility regulation of 
the taxicab are to promote orderly 
transportation by: (a), limiting the 
number of cabs to those required by 
the demands of public convenience 
and necessity, and (b), establishing 
rate schedules fair both to the opera- 
tor and the public. As the result of 
these two acts numerous public bene- 
fits are derived, in addition to advan- 
tages accruing more directly from the 
exercise of the commission’s author- 
ity. 

From the standpoint of the public, 
one of the most important benefits of 
utility control is the improved factor 
of safety. The lesser number of 
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“Utinity regulation of cabs also has the effect of promot- 
ing the stability of other forms of public transportation, 
particularly the mass carriers. 


The taxicab does not pre- 


tend to, nor do its staunchest advocates urge that it can, 
replace mass transportation service in cities of any consid- 
erable size. It furnishes an individual point-to-point serv- 
ice as contrasted with quantity service rendered by mass 
transportation along established routes.” 
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cabs, alone, which adequate regulation 
usually brings about, makes for a re- 
duction in the accident toll, especially 
when combined with rigid and con- 
tinuing inspection and required high 
standards of maintenance which are a 
corollary of commission regulation. 
Then, too, when an accident does hap- 
pen, financial responsibility to the pub- 


lic is adequately assured. 
Ws limitation in the number of 
cabs, the problem of the cruising 
taxi—one of the worst of the evils of 
the .unregulated system—practically 
disappears. Cruising cabs, reason- 
ably proportioned to the business 
which offers itself, may perform a val- 
uable service. With unbridled com- 
petition, however, the privilege of 
cruising is badly abused and is pro- 
ductive of a distinct accident hazard 
and much unnecessary traffic conges- 
tion. 
The driver, too, finds his status im- 
’ proved under utility control, even 
though no governmental fiat fixes his 
wages or hours of labor and penalizes 
his employer for noncompliance. The 
reduced number of vehicles and high- 
er average fare tends to produce a 
greater average daily revenue per cab, 
and, since the driver generally re- 
ceives, in lieu of wages, a percentage 
of the gross “bookings,” his rate of 
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compensation is increased. The same 
benefits, naturally, would be obtained 
by the individual owning and driving 
his own cab. 

The fleet owner, too, finds his posi- 
tion bettered under utility control. 
He has the assurance that, during 
good behavior, his investment will not 
suddenly be jeopardized by the inva- 
sion of new fleets of low-rate cabs. 
He is thus encouraged to acquire and 
maintain the highest type of equip- 
ment. He is also protected from un- 
fair trade practices which so often 
take the form of simulation of insig- 
nia, color schemes, and advertising 
slogans, which constitute in large 
measure his stock in trade and upon 
which he depends for no little pro- 
portion of his patronage. Nor need 
he fear that competitors will under- 
cut his rates by direct or indirect 
methods. All of this tends to the pro- 
motion of continuity of superior taxi- 
cab transportation, by companies of 


proved responsibility. 
Diaper regulation of cabs also has 
the effect of promoting the sta- 
bility of other forms of public trans- 
portation, particularly the mass car- 
riers. The taxicab does not pretend 
to, nor do its staunchest advocates 
urge that it can, replace mass trans- 
portation service in cities of any con- 
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siderable size. 
vidual point-to-point service as con- 
trasted with quantity service rendered 
by mass transportation along estab- 
lished routes. 

Yet, under conditions existing in 
many places, the taxicab not only fur- 
nishes all of the service for which it 
is specially fitted, but endeavors, also, 
to render a form of semi-mass trans- 
portation service, particularly attrac- 
tive to the short-haul rider, at -rates 
no higher than street car and bus 
fares. 

Thus, much of the low-rate cab 
competition is aimed directly at that 
group upon which the mass transpor- 
tation agency depends for its suste- 
nance. And, in taking this profitable 
business from the mass carrier, the 
taxicab does so at rates which, by no 
stretch of the imagination, can be 
anything but loss-producing to the 
owner and driver. Not infrequently 
the result has been reductions in 
street car and bus service, with loss 
of employment to experienced men re- 
ceiving comparatively high wages 
who, in effect, are replaced by taxicab 
drivers working for wages below or- 
dinary subsistence levels. 


_ every point of view, the or- 
derly development of urban trans- 
portation is predicated upon the regu- 
lation of all carriers in the public in- 


terest. Street railway and bus lines 
are already fully subject to such con- 


It furnishes an indi-. 


trol and the same reasons which led 
to their regulation apply with equal 
force to the taxicab. The matter, 
then, resolves itself into a question as 
to what form of organization shall 
exercise the necessary authority. 

In theory a nation wide, centralized 
control appears to be entirely logical. 
Actually, it would be highly imprac- 
ticable in the case of the taxicab in- 
dustry even if legal. Codes (aside 
from constitutional objections raised 
by the Supreme Court), from their 
very nature, approach the problem 
largely from the social point of view 
with intent to improve the status of 
labor by regulating hours and wages; 
they do not go directly to the source 
of the industry’s difficulties. 

Commission regulation, on the oth- 
er hand, is more directly concerned 
with curing the basic causes of the 
industry’s troubles, and is more re- 
sponsive to the requirements of the 
public. And, in the last analysis, la- 
bor will receive as great benefits as if 
its problems had been the primary con- 
cern of the commission; the public 
will insist on proper recognition of la- 
bor’s rights. Utility regulatory bodies 
bring to their task a fund of experi- 
ence, supported by ample practical and 
legal precedent. They know, from 
past experience, that their goal is an 
attainable one, that it will have ample 
public support, and that it will be of 
enduring benefit to those directly con- 
cerned, 





“Tus administration has an extraordinary objective in view, namely, 
gq the complete transforming of the Government of the United States. A 
transformation which will involve whittling away of the powers of the 
states, the building up of a gigantic imperial government, clothed with 
power to regulate the life of the citizen as he attempts to earn his bread.” 


—James W. WapswortH, 


U. S. Representative from New York. 
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Even where they attain their immediate objective they 
are, in the opinion of the author, a liability rather than 
an asset, costing more in the long run than they are worth. 
The author also believes that a frontal attack on the power 
policies of the government is a tactical mistake. 


By J. HARRY LA BRUM 


n 1933 the American petroleum 
{ industry succeeded in halting an 

increase in taxation on its prod- 
ucts which had been going on con- 
tinuously since 1919. To do this it 
had to combat no less than 2,437 bills 
in 89 regular and special legislative 
sessions held during the year. 

If all of these measures had been 
passed, the additional expense to the 
industry would have been half a bil- 
lion dollars a year. That sum is larger 
than the total profit of all the corpora- 
tions engaged in the production and 
distribution of petroleum and its by- 
products. 

Utility executives who think they 
' are being harassed today by govern- 
mental investigations and the pro- 
posals of radical legislatures would 
do well to study the record of this 
achievement. They are in the same 
boat as that which threatened to go 
on the rocks with the oil men a few 
years ago, and the boat leaks. 

There are some differences in the 
method of attack. In oil it was chiefly 
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by taxation. In the utilities it is an 
assault on rate structure, plus direct 
governmental competition. The utili- 
ties also are more vulnerable in that 
the principle of public regulation is 
well established in their case. It is 
conceivable that they could be made 
unprofitable by existing commissions. 


HE situations of the two indus- 

tries, nevertheless, are identical in 
that the problem facing each is how 
to protect its profits and its dividends. 
The oil men unquestionably have 
made a start in that direction. In my 
opinion it provides a perfect object 
lesson for the public utilities. 

What they did may be briefly sum- 
marized. In the fall of 1932 the 
American Petroleum Industries Com- 
mittee was established. Since then it 
has set up sub-committees in forty-six 
states and it is going rapidly ahead 
with county and city groups. It has 
obtained the codperation of 250 na- 
tional organizations. 

A nine-point program of good gov- 
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ernment is the foundation of this 
movement. It has met with the ap- 
proval of voters, of legislators, and 
of officeholders because it gives as 
much as, or more than, it gets. With- 
out going into all the details of this 
program, readily available in the lit- 
_ erature of the industry, it may be said 
that nothing was proposed until a 
community or public interest in it had 


been proved. 
piece Baird H. Markham, di- 
rector of the committee, then 
went before the North American 
Gasoline Tax Conference. This is a 
national group of state gasoline tax 
collectors. Relations of some mem- 
bers of this group in the past to the 
oil industry have been comparable to 
the relations between state utility com- 
missions and the utilities. 

“Our organization is nonpolitical,” 
General Markham told this group. 
“Its methods are direct and evident. 
Any axes we have to grind are ground 
out in the open where you, and every- 
one else, can hear the noise and see 
the sparks fly. 

“I make these statements frankly 
and openly to you that you may under- 
stand our position and activities. We 
are not ashamed of our efforts. We 
shall continue them in any line of en- 
deavor we believe to be in the interest 
of good government, public welfare, 
and the industry itself.” 

This leads to a consideration of 
what the oil men did not do. On the 
surface, and without the statement 
quoted, it might be thought by some 
that they had set up an extremely 
successful national lobby. Actually, 
the first step in their program was to 
discard the methods used by a lobby. 
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HE word “lobby” is used here in 

its generally accepted meaning, as 
something working more or less under 
cover. It employs workers who are 
hired because they have sold some 
executive or board of directors the 
belief that they have personal influence 
with a group of legislators, or a politi- 
cal party. 

Even where there are publicity pro- 
visions requiring such men to register 
as lobbyists, it is usually understood 
that their operations are to be con- 
ducted secretly. I do not mean to say 
that all the individual oil companies 
discontinued the practice of hiring 
such men. The point is that the in- 
dustry as a whole dispensed with their 
services, and promptly began to make 
progress. 

What is even more important is 
that the industry as a whole put it- 
self in a position where it could get 
down to brass tacks and no longer 
had to assume a defensive position. 
That is what must be done by the ° 
utilities. No consumer really wants 
electric service operated as police de- 
partments, garbage collection, and 
other municipal units function. No 
investor wants, or at least no investor 
is entitled to, more than a fair return. 
} yonvene the utilities can put them- 

selves in a position to attack, 
however, it is going to be necessary 
for them to rationalize all of their 
capital and rate structures. I realize 
that much progress has been made in 
this direction. Without pretending to 
be an authority, however, I think it 
can be stated that not enough has been 
done. 

Dispensing with lobbies would be 
a step in the right direction. As a 
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member of the bar engaged in cor- 
porate practice and as a worker in 
political campaigns it has been my 
privilege to hear all sides of the argu- 
ment relating to lobbies. I am violat- 
ing no secret when I say that the gen- 
eral opinion of the legal profession 
is that the lobby is a liability. 

This happens to be true even when 
it succeeds in attaining its immediate 
objective. I believe it can be shown 
that every such success of a lobby 
costs more in the long run than it is 
worth. Specifically, it is my opinion 
that every attack now being made on 
the utilities can be traced either to 
legislation especially favorable to 
them, or to regulatory acts blocked, 
both the work of lobbyists. 


Ww a lobby sets out to do either 
of these things it may appear 
that nothing much is lost except the 
amount actually expended if it fails. 
Actually a great deal is lost. The 
attendant publicity sticks in the public 
mind. Suspicion is created. It re- 
mains even when the sponsor proposes 
something really of public benefit. 
His motives are questioned. 

When the lobby succeeds, the word 
gets around among legislators. The 
favored industry is promptly marked 
by honest men and by opportunists as 
a target for future attack, by the 
‘ crooks as a certain source of future 
revenue. There are men in every 
state legislature who have lived for 


years by exacting pay for “killing” a 
bill which they themselves have caused 
to be introduced at every session. 
Utility men, particularly among the 
railways, have repeatedly made open 
confession of unfair or unwise prac- 
tices in the dim and distant past. I 
submit that their present protests of 
fair dealing are useless so long as 
they persist in using the methods by 
which the unfair practices were put 
into operation. The average citizen 
naturally believes that if the objective 
of the lobby is in the public interest 
there is no necessity for secrecy. 


HE utilities are now bearing the 
brunt of what is probably the best 
organized attack on any industry in 
the history of our country. Their 
situation has been compared to that 
of the railways and the big industrial 
corporations in the closing years of 
the last century, when antitrust and 
other restrictive legislation had its be- 
ginning. In reality it is much worse. 
At no time heretofore has any in- 
dustry had to face so strong an ad- 
ministrative opposition. The trust 
busting and governmental ownership 
campaigns were relatively simple to 
combat. The utilities are facing now 
not only all the arguments heretofore 
used, but a degree of governmental 
competition which, if carried to its 
planned conclusion, may put a lot of 
them out of business. 
The industry simply cannot afford 
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and as a worker in political campaigns it has been my privi- 


q “As a member of the bar engaged in corporate practice 


lege to hear all sides of the argument relating to lobbies. 
I am violating no secret when I say that the general opinion 
of the legal profession is that the lobby is a liability.” 
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to make major mistakes at this time. 
It cannot afford to do business with 
men who may lead it into doing things 
which appear to be of momentary ad- 
vantage. If it is to survive it will be 
only by direct and continuous appeal 
to the public, and that, of course, can- 
not be made until the industry can 
show to all concerned that it is entitled 


to public support. 
A the first step in that direction, 
and as a preliminary to a co- 
hesive national campaign, I believe 
that all utility corporations should 
make quick surveys to determine 
whether their actual dealings with 
their customers are in accord with 
stated policies. These policies for the 
most part, I think it will be conceded, 
are intended to be fair. But the pub- 
lic judges by the practice, not by the 
policy. 

I have in mind the case of a large 
gas and electric company which need 
not be identified. It had been fur- 
nishing power and light to a factory 
which went into the hands of a re- 
ceiver, and had been closed for some 
months. Local capital saw an oppor- 
tunity to provide employment by re- 
opening it, with a new corporation 
taking over the assets of the old. 

When all was in readiness for the 
opening, the gas and electric company 
refused to furnish service until an old 
bill for $1,000 was paid. The matter 
was taken up with attorneys for the 
utility. They admitted that they had 
not the slightest legal foundation to 
sue the new corporation for the debt. 
The position of the utility was simply 
that of any other creditor hoping that 
assets of the old corporation eventu- 
ally might pay out. 
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ig is inconceivable that the brilliant, 
pioneering minds who created the 
great super-power system of this 
country, and who are now directing 
its most successful units, would toler- 
ate that sort of practice for an instant. 
It is completely at variance with their 
stated policies, and I am aware that 
such practices are the exception rather 
than the rule. 

The point to be borne in mind, how- 
ever, is that even a very little of this 
sort of thing is entirely too much, 
and no amount of regulation can elim- 
inate it. The case stated happened in 
a small town, and every man in the 
street was talking about it before the 
executives of the new corporation had 
been able to get to their attorneys. 
Here, to the man in the street, was 
a public utility standing in the way 
of jobs. 

In common with other members of 
the bar I believe too that the utilities 
should make a right about face at 
this time in their attitude toward 
regulatory commissions. It is true 
that they have expressed themselves 
as favorable to regulation. It is 
equally true that lobbies have sought 
repeatedly to prevent legislatures from 
putting teeth into public utility bills. 


GREAT industrialist once said that 
he would much rather deal with 
a strong union than with an open shop 
because he could use the union to get 
things from his men that he wouldn’t 
dare even ask for directly. The time 
is coming—the time is probably here 
—when the utilities are going to find 
themselves dependent on the state 
commissions for protection from all 
sorts of radical proposals. 
The true conception of a commis- 
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Present Attack on the Utilities 


od &-. utilities are now bearing the brunt of what is probably 
the best organized attack on any industry in the history of 
our country. Their situation has been compared to that of the 
railways and the big industrial corporations in the closing years 
of the last century, when antitrust and other restrictive legislation 


had its beginning. 


The utilities are facing now not only 


all the arguments heretofore used, but a degree of governmental 
competition which if carried to its planned conclusion may put a 
lot of them out of business.” 





sion is that of an umpire or arbitrator. 
To the extent that the commissions 
have become enemies of the utilities 
the latter are largely to blame. I be- 
lieve it will be increasingly necessary 
for them to work for the elevation of 
commissions to judicial stature, and 
for the election of men of unques- 
tioned character and independence to 
these commissions. 

It is always easy, of course, to look 
backward and say what should have 
been done. I think most utility execu- 
tives will agree with me, however, 
that if they could have foreseen the 
situation existing today their attitudes 
toward utility commission law and 
membership in the past would have 
been entirely different. It is evident 
now that opposition, even when based 
on unquestioned legal rights and at 
the time perhaps perfectly justifiable, 


had a great deal to do with the de- 
velopment of the present unreasoning 
attitude toward the utilities. 


AS one example of this unreason- 
ing attitude I might cite the 
recent release from Washington of a 
statement outlining the publicity and 
propaganda activities of the public 
utility industry. Everyone who has 
followed developments of the past few 
years knows that all of the material 
had been used before. It was dead 
stuff and it was not news. 

What made it look like news was the 
attitude of some utility men toward 
such projects as TVA. I am not per- 
sonally in favor of that project. I 
believe it to be economically unsound. 
But as a reasoning citizen I recognize 
that no industry, however powerful, 
is strong enough to fight the govern- 
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ment. I recognize also that this ad- 
ministration is committed to the proj- 
ect, and that nothing short of an 
economic miracle is likely to divert it. 

A frontal attack by the utility in- 
dustry on this and other Federal pow- 
er projects is therefore nothing more 
_ nor less than the butting of its head 
against a stone wall. It is a repetition 
on a larger scale of the opposition to 
regulation, to strong commission 
laws, and to strong commissioners, 
now generally recognized as mistakes. 
The energy of the utilities is being 
dissipated. The attack is being used 
by the administration to justify its 
position. 


I“ my opinion the utilities should 
stop attacking the government, 
which is impregnable, and look to 


their own defenses. They shouid fol- 
low the example of the petroleum in- 
dustry and go direct to the public 
with the positive and specific story 
of what they are doing for the wel- 
fare of the nation. They should an- 
ticipate the regulatory commissions, 
introduce, in the open, legislation de- 
signed to correct existing evils, cut 
rates where they ought to be cut, put 
all the cards on the table. 

If they will do this I believe they 
can depend on their stockholders and 
consumers to put the brakes on 
utopian policies of the professors at 
Washington, as effectively as voters 
stopped the rise gf gasoline taxes 
last year. The great lesson of the 
New Deal to all business is that it 
is still the voter who holds the ulti- 
mate control in this country. 





Phone Girdles the World 


Wee S. Gifford, president of the American Telephone and Tele- 
graph Co., recently talked to Vice President T. G. Miller, who 
was 50 feet away from him, over a telephone circuit that originated in 
New York and went completely around the world. Mr. Gifford’s voice 
traveled across the continent to San Francisco, jumped the Pacific to 
Java, thence by radio to Amsterdam by submarine cable beneath the 
North Sea to London and Rugby, where it took the air again, and 
arriving in New Jersey reached home over land wires. 


Mr. Miller’s voice in reply took the opposite course. The circuit 
was more than 23,000 miles long, the voice impulses covering the dis- 
tance in one-quarter second. “There are no earthly limits to human 
speech,” Mr. Gifford said in his conversation after which he talked 
with telephone engineers all along the circuit. ; 

—The Wall Street Journal. 
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Remarkable Remarks 





“There never was in the world two opinions alike.” 


EucENE TALMADGE 
Governor of Georgia. 


Wiiiam B. Bett 
President, American Cyanamid Co., 
Manufacturing Chemists Asso- 
ciation of U. S. 


SAMUEL RAayYBURN 
U. S. Representative from Texas. 


Josep W. Byrns 
Speaker, House of Representatives. 


WeENDELL L. WILLKIE 
President, Commonwealth and 
Southern Corporation. 


The Dallas (Tex.) Morning News. 


Dr. New CARoTHERS 
Professor of Economics and 
Director of College of 
Business Administration 
Lehigh University. 


Roy S. DurstIne 
Vice President and 
General Manager, 
Batten, Barton, Durstine & 
Osborn, Inc. 


—MonrTAIGNE 


“Abolish all activities of the government maintaining 
and operating a business.” 


, 


“But above all, any banking system that is unsound is 
fatal to any sound program of reform.” 


¥ 


“My position is that government is never justified 
in legislating a competitor out of business.” 


* 


“T am convinced that it is important from the country’s 
standpoint that Congress close up its business and ad- 
journ.” 


¥ 


“Our people are not ready to be turned into a national 
zoo, our citizens classified, labeled, and directed by a 
form of self-approved keepers.” 


¥ 


“Obviously, you cannot strike down the market values 
of the securities of the second greatest industry in the 
United States without seriously retarding the process of 
recovery.” 


¥ 


“Regardless of whether this (TVA) project was a 
wise undertaking in the beginning, too much money 
has been spent on it to make abandonment of it good 
policy at present.” 

* 


“It is quite as impossible for government to halt re- 
covery as it is for government to halt depression. Mis- 
takes of government can slow up recovery, but they 
cannot stop it.” 


* 


“You may say that you don’t like the Grand Central 
Station and if you say it long enough and can get enough 
people to agree with you it is possible that you may 
get it torn down. But to say that you don’t like business 
is like saying you don’t like people or electricity or the 
Atlantic Ocean.” 
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“Service-at-Cost” Agreements 
with Street Railways 


These contracts, according to the author, have worked well 

for the public and the companies for many years; and he 

believes that if a similar plan were adopted with respect to 

electric service it might result in allaying the present distrust- 

ful attitude of the public towards the industry and restore the 
companies to popular favor. 


By ELLIS KIMBLE 


T the present time a great con- 
A troversy has arisen in the field 
of the electric utilities. The 
government is convinced that these 
utilities are charging unduly high 
rates and is engaged in a program of 
governmental development and distri- 
bution to prove its contention. The 
utilities are indignant and belligerent 
because of this governmental activity 
and threaten to carry the matter to 
the courts. 

This controversy is very similar to 
that which arose in the street railway 
field at the beginning of the century. 
The public was at that time con- 
vinced that the street railways were 
charging excessive fares and making 
excessive profits. After a prolonged 
struggle in Cleveland, Ohio, a service- 
at-cost franchise was put into effect. 
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The service-at-cost principle has been 
in continuous use in Cleveland since: 
that time. 

During and following the World 
War period, a number of other cities 
in the United States and the city of 
Montreal, Canada, adopted service- 


at-cost franchises. These franchises 
have been in operation for many 
years: the Cleveland franchise, al- 
most twenty-five years, and those 
adopted in the second period, from 
twelve to seventeen years. This is 
long enough to be a real test of the 
service-at-cost principle. 


HE basic principle was, of course, 
that service was to be rendered 
at its fair cost. But the principle 
was easier to state than to carry out. 
If service was to be rendered at cost, 
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then the first step was, necessarily, 
the setting up of guiding principles 
for the determination of the quantity 
and quality of the service and the 
fair cost of rendering it. The deter- 
mination of the quantity and quality 
of service was assumed entirely by 
the cities concerned. The companies 
agreed to furnish the service as long 
as they were permitted to earn suffi- 
cient revenues to meet its cost, includ- 
ing the return on capital. 

The matter of the cost of the 
service was not so easily disposed 
of. Some basis of determining the 
amounts of operating costs had to be 
devised. Car-mile allowances were 
fixed by the cities’ representatives but 
with the provision that the companies 
could petition for increases if these 
allowances proved to be deficient. In 
some cases approved operating budg- 


ets were required. 


~~ the cities required 
periodic company reports and 
were permitted access to the compa- 
nies’ books at all times. To expedite 
matters, standardized accounting 
methods were required. The compa- 
nies also had to follow approved prac- 
tices and to use diligence in the col- 
lection of fares. 

Maintenance was also usually pro- 
vided for on an allowance basis. De- 
preciation was provided for in various 
ways; sometimes in the maintenance 
allowance, sometimes by specific al- 
lowances or charges against operating 
receipts. The matters of taxation, es- 
pecially special city taxes and special 
imposts, such as paving requirements, 
were agreed upon and recognized as 
parts of the cost of the service. 

The determination of direct operat- 
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ing costs having been provided for, 
the next important consideration was 
the cost of capital. This required 
agreements as to fair capital values and 
capitalization. Once the values of the 
properties in existence at the time of 
the drawing up of the franchise were 
determined, they were to remain fixed, 
except as changed by the cost of addi- 
tions or by retirements. 

Agreements were reached as to the 
rates of interest the bonded indebted- 
ness should bear and as to the rate 
of return to be allowed. This assured 
the public against the payment of ex- 
cessive rates. 


HE fare provisions to meet the 
cost of the service usually took 
the form of sliding scales or flexible 
schedules of fares. In return for the 
agreements by the companies to limit 
revenues to amounts necessary to meet 
costs of service, as defined, the public 
agreed to allow fares to fluctuate with 
the needs for revenue to meet these 
costs. Provisions for the automatic 
change of fares in accordance with the 
condition of fare control funds were 
made. Continuous increases or de- 
creases in these funds were to indicate 
whether or not the fares were exces- 
sive or inadequate. When the funds 
reached certain defined amounts, fares 
were forthwith to be changed. The 
contracts were renewable in relatively 
short periods, thus making it possible 
to keep them in close touch with eco- 
nomic conditions and the cities were 
always given the right to purchase 
the properties outright if they so 
chose. 
It was found that owing to reck- 
less practices in the promotional pe- 
riod, most street railways had become 
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greatly overcapitalized. The compa- 
nies, in order to protect their credit, 
were prone to pay returns on these 
securities whether or not they were 
earned. This led to a skimping on 
maintenance and resulted in deteriora- 
tion of service and depletion of the 
properties. As a result of this exces- 
sive capitalization, most street rail- 
ways were forced sooner or later to 
reorganize and reduce the claims upon 
their income. 


O of the principle objectives of 
the service-at-cost franchise was 
the reduction of capitalization in an 
effort to eliminate the excess and thus 
relieve the strain on the companies for 
revenues to meet demands for re- 
turns on capitalization. The reduc- 
tions of the values and capitalizations 
of service-at-cost companies were ac- 
complished several years earlier than 
that of the non-service-at-cost compa- 
nies, most of which were reorganized 
around the year 1925. This gave the 
public in service-at-cost cities the ad- 
vantage of lower capital costs several 
years in advance of those in the non- 
service-at-cost cities. This is plainly 


shown in the accompanying Table I 
below. 

In the cases of the Minneapolis-St. 
Paul (Twin Cities) and the Los An- 
geles companies no reorganizations 
have been necessary because they have 
been conservatively capitalized ; and it 
is seen that their fixed costs per reve- 
nue passenger closely approximate 
those of Cincinnati, Dallas, and Mon- 
treal, where service-at-cost franchises 
are in operation. Costs in St. Louis 
show plainly what happened to fixed 
charges there after reorganization in 
1926, while Baltimore makes a good 
example of continued high fixed costs 
of a company not yet reorganized. 
It is, however, ordered to reorganize 
by September 1, 1935. In case of 
Cleveland, the first service-at-cost city, 
it is seen that fixed charges have been 
extremely low throughout the period 
of service at cost. 


oT only were interest charges 

lower for the service-at-cost - 
companies but operating costs were 
also much lower as shown in Table II 
on page 30. 


e 


TABLE I 
INTEREST CHARGES AND DEDUCTIONS IN CENTS PER REVENUE PASSENGER 


Twin Se 
Cities 


Los 
Year 


1919 , 1.01 
1920 d 91 
1921 3 1.00 
1922 1.02 
1923 1.00 
1924 1.04 
1.06 

98 


‘92 
75 
79 
92 


1.20 
1.33 


Balti- 
Louis Angeles more 


Mon- 
treal 


Cincin- 
nati 


Cleve- 
Dallas 
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TABLE II 


OPERATING EXPENSES PER REVENUE 
PassENGER (1926-1933 1Nc.) 


Service-at-Cost Non-Service-at-Cost 
cents cents 

Cleveland .... Twin Cities .. 6.72 
Cincinnati .... St, Louis .... 725 
Dallas Los Angeles .. 5.57 
Montreal .... Baltimore ... 7.13 


. 6.67 


Average ... Average .. 


Comparing the totals of average op- 
erating costs and interest charges per 
revenue passenger for the 8-year pe- 
riod, it is seen that the service-at- 
cost group of companies have the ad- 
vantage of 1.91 cents per revenue pas- 
senger, Table III. 


TABLE III 
ToraL AvERAGE Cost OF SERVICE PER 

NUE PASSENGER 
Service-at-Cost 
cents 
6.25 
7.82 
5.04 
5.15 


6.07 


Non-Service-at-C ost 

cents 
Twin Cities .. 7.58 
Th, EOE 453s ee 
Los Angeles .. 6.33 
Baltimore .... 9.12 


Cleveland .... 
Cincinnati .... 
Dallas 

Montreal .... 


Average ... Average ... 7.81 


It should be noted that of the non- 
service-at-cost companies used, half of 
them, Los Angeles and Twin Cities, 
are exceptional in the street railway 
industry, having been so conservative- 
ly capitalized and efficiently managed 
that no financial difficulties have arisen 
with them. Even then the comparison 
is greatly in favor of service-at-cost 
companies. If the statistics for the 
industry as a whole were used no 
doubt the comparison would be still 
more favorable to the service-at-cost 
companies. : 

The fact that costs were so much 
lower made it possible for the service- 
at-cost companies to charge lower 
fares. The average fares charged in 
the various cities is shown in Table 
IV: 
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TABLE IV 


AVERAGE Fares PER REVENUE PASSENGER 
(1926-1933 inc.) 


Service-at-Cost Non-Service-at-Cost 
cents 
7.02 
8.89 
5.42 
6.04 


6.84 


Cleveland .... 
Cincinnati .... 
Dallas 

Montreal .... 


Twin Cities .. 
St. Louis .... 
Los Angeles .. 
Baltimore .... 


6.17 
8.39 


Average ... 7.53 


Average ... 

Ww lower fares to the amount 

of .69 cents per revenue passen- 
ger, the service-at-cost companies were 
able to net .85 cents per revenue pas- 
senger while the non-service-at-cost 
companies netted only .024 cents per 
revenue passenger. 

According to testimony of the pub- 
lic representatives in the service-at- 
cost cities, service has been kept at 
a high level and satisfactory to the 
public. These representatives have 
said that the service is much more 
satisfactory than it was under the old 
order. Statistically speaking, the serv- 
ice in service-at-cost cities has been 
fully equal to that in other cities, the 
average density of the traffic for the 
8-year period being between seven 
and eight passengers per car-mile in 
each case. 

The properties have been well main- 
tained and have been extended as rap- 
idly as necessary to meet the public 
need. The cities have required the 
companies to keep their properties up 
to date in the adoption of new im- 
provements so that as these cities 
claim the properties of these compa- 
nies are second to none. 

It appears evident that these serv- 
ice-at-cost franchises have worked 
well. The fact that in no case has a 
real service-at-cost franchise been dis- 
carded to return to the old type, speaks 
eloquently in their behalf. They have 
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How to Combat Clamor for Public Ownership 


“oo way to combat the clamor for public ownership is to 
prove to the public that all the utilities desire is a fair 


chance to do business at a fair profit. 


What better way to prove 


this desire than to offer service at cost through the adoption of 
service-at-cost franchises?” 





been continually renewed or extended 
at the stated intervals without excep- 
tion. 


HE great value of these fran- 

chises lies in the fact that the par- 
ties are brought together around the 
council table, where they thresh out 
their difficulties and reach workable 
agreements or set up machinery by 
which such agreements may be reached 


as difficulties arise. In this process 
antagonisms must be resolved and a 
spirit of codperation substituted. Each 
party is forced to realize and appre- 
ciate, not only his side of the situa- 
tion, but also that of the other. That 
“a house divided against itself cannot 
stand,” is true in business as well as 
elsewhere. If the public is to have 
the benefit of a necessary service it is 
imperative that it pay the fair cost 
of rendering that service. On the 
other hand, a business must recognize 
that the public does not exist merely 
to be exploited. It must recognize 


that instead, a business stands in the 
position of servant and as such is 
“worthy of his hire” but no more. 
It must recognize that it cannot have 
permanent success without the public 
good will and that this public good 
will can be had only through fair deal- 
ing. 

Service-at-cost franchises have 
brought about such situations in the 
communities where they have been 
tried. In the beginning all the “cards 
were laid on the table” so to speak 
and agreements were reached either as 
to facts or processes. 


HE facts of valuations and capi- 

talizations for properties already 
in existence, 7. e., the bases upon which 
rates were to be established, were per- 
manently fixed and provisions made 
for increases due to improvements and 
extensions in the future at their actual 
cost. This procedure definitely settled 
one of the most vexatious of public 
utility problems. Under such proced- 
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ure changed price levels and the repro- 
duction cost method of valuation 
no longer can exert their disturbing 
effects upon the rate bases. This is an 
eminently worth-while achievement. 

Then the fact that changes in rates 
may be effected without reopening the 
whole question of valuation, costs, 
rates, and their adequacy is a tremen- 
dous saving not only in expense but 
also in the strain upon the relations 
between the parties concerned and 
results in greater efficiency and satis- 
faction in the services. 

The fact that the public representa- 
tives have sole jurisdiction over the 
quantity and quality of service has a 
quieting effect on the public fear of 
inadequate service and the fact that 
the public is made to realize that it 
must be willing to pay the cost of 
whatever service it demands puts a 


damper upon a clamor for unprofit- 


able services. Altogether, it is safe 
to say that there is no better way to 


resolve difficulties and promote co- 
Operation than to get the parties to- 
gether and have them reach accords 
as to the facts and procedures. As 
long as each party is intent only upon 
his own grievances, satisfactory rela- 
tions cannot be expected to exist. 


-. geting franchises are the 
results of such a get-together pol- 
icy. They have proved their worth in 
the street railway field and I feel that 
the same method offers the electric 
utilities a way to allay the present dis- 
trustful attitude of the public and to 
restore themselves to public favor. 
The way to combat the clamor for 
public ownership is to prove to the 
public that all the utilities desire is 
a fair chance to do business at a fair 
profit. 

What better way is there to prove 
this desire than to offer service at 
cost through the adoption of service- 
at-cost franchises? 





Facts about the Carriers 


More than 95 per cent of all railroad taxes are levied by state and 
local governments. L 

THERE are, on the average, 30.81 loaded cars on every freight train 
on the Texas & Pacific and 19.05 empty cars. 


Crass I steam railroads operated 45,000 train cars in 1934 and owned 
245,000 miles of first main track as compared with 46,510 train cars 
operated and 246,030 miles of first main track owned in 1933. 


Our railroad system represents one tenth of the national productive 
capital or wealth. It is equal to the value of all the farm lands; two 
thirds of all the minerals, oil, and gas; twice the value of all of the 
privately owned timber lands; and is just about equal to the value of 
all the machinery and equipment of America’s factories. 
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_ Financial News and Comment 


By OWEN ELY 


New Utility Refunding Issues 


TILITY financing continues to play a 
prominent rdle in the corporate 
refunding program now well under way. 
The $15,500,000 San Diego Consolidat- 
ed Gas & Electric First 4s of 1965 were 
successfully offered May 29th at 101, 
and Commonwealth Edison on June 6th 
offered $29,500,000 First 33s due 1965 
at 98, to yield about 3.68 per cent. 
Public Service Co. of Northern Illi- 
nois has announced consummation of a 
plan for refunding $10,650,000 deben- 
ture 7s due in 1937, $1,080,000 being 
retired and the balance exchanged for 
$9,750,000 new serial notes, bearing in- 
terest at 3} per cent and 5 per cent, 
according to maturity. About 70 per 
cent of the notes were taken by Chicago 
banks and the balance (bearing 5 per 
cent) were purchased by the Common- 
wealth Edison Co. Another step to re- 
duce the company’s interest burden con- 
templates early refunding of $16,000,000 
Series H 64s due in 1952. Total annual 
savings from the refunding of the de- 
bentures and the Series H bonds should 
amount to over $600,000 a year or near- 
ly $1 a share on the common stock. 
The proposed $30,000,000 Pacific Gas 
& Electric financing, expected sometime 
late in June, will be used to retire bonds 
of subsidiaries in line with the com- 
pany’s plan to absorb all subsidiaries 
into a single unified system. 
Consumers Power Co. 


(Michigan 
subsidiary of Commonwealth & South- 
ern Corp.) has applied for registration 
of $18,594,000 First Lien & Unifying 
3¥s due 1965 to retire the 5s due next 


January and two small subsidiary issues. 
After January Ist the new bonds are 
to be designated as First Mo 
Bonds, becoming the first lien on sub- 
stantially all the company’s property. 


¥ 


Effect of Rate Cuts on Aggregate 
Utility Earnings 


the June 7th Annalist (a special 
utility number), the editor, D. W. 
Ellsworth, states: 


The principal factor in the continued ex- 
pansion in gross revenues seems to have 
been largely the result of the reappearance 
of a tendency which was an outstanding 
characteristic of the utility business prior 
to 1929—namely a tendency for the demand 
for electricity to increase at a rate which, 
up to the beginning of the depression, was 
approximately 10 per cent each year over 
the preceding year. Although a 
number of rather spectacular rate reduc- 
tions, such as those by Public Service Gas 
& Electric Co. of N. J. and Consolidated 
Gas Co. of New York, have been made 
since the turn of the year, the average rate 
for residential service of the entire industry 
has continued to decline at about the same 
speed as in other recent years. The effect 
of these reductions on gross revenues is not 
so pronounced as might be assumed, be- 
cause they apply to residential service only. 
Last year, for example, about 28 per cent 
of all companies reported reductions, and 
for that 28 per cent the average reduction 
was about 1 cent per kilowatt hour. This 
amounted to about 4 per cent of total reve- 
nues from domestic service, so that the effect 
of rate reductions was a decrease in gross 
revenues of not much more than $27,000,000, 
which is small in comparison with total 
revenues from all sources amounti to 
$1,837,046,000. The effect may have 
a reduction of even less than that, because 
the lowered rates may well have stimulated 
increased use of current. . . 
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In connection with the growing use of 
appliances, especially refrigerators, it is to 
be noted that they are far more efficient in 
their use of current than they were a few 

ears ago, so that the customer is receiving 
benefits which do not appear in the con- 
sumption, average rate and average bill 
figures. 

a 


Broader TVA Ruling Sought 


oo famous Grubb decision, which 
enjoined the TVA from expanding 
its electrification program in northwest 
Alabama and restrained towns in this 
area from obtaining PWA loans for 
distribution systems, will come up for 
review on June 17th before the United 
States Circuit Court of Appeals in At- 
lanta. Forney Johnson, representing 
the preferred stockholders of Alabama 
Power Co., is expected to ask that the 
reviewing court forbid cities from ob- 
taining PWA loans for construction of 
municipal power plants, whether such 
plants are designed to use TVA power 
or not. He may also request that the 
entire issue of TVA powers be clarified 
in detail, to decide whether it can en- 
gage in power business in competition 
with Alabama Power Co. by operating 
transmission lines, manufacturing and 
selling electricity, etc.; whether it can 
promote a program of public ownership 
of utilities, contract with municipalities 
for sale of power, use the Tennessee 
river for manufacture of power, etc. 
Meanwhile the bill now before Con- 
gress designed to fortify TVA powers, 
by providing specifically for sale of ex- 
cess power and the purchase of private 


Consolidated Gas of Baltimore 
Detroit Edison 

Commonwealth Edison (Chicago) 2 
Edison Electric of Boston 

Pacific Gas & Electric 

Public Service of New Jersey 
Consolidated Gas of New York 


1 Standard Statistics’ estimate. 


distributing systems, seems to be losing 
ground, with some doubt of its ultimate 
passage. 

¥ 


Utility Common Stocks as 
Investments 


wu the rapid advance in high- 
grade bond issues to inflated 
heights, in most cases well above call 
prices, investors have been forced to 
turn to second-grade securities to ob- 
tain worthwhile income. There has also 
been an increasing tendency to recog- 
nize the probability that sound operating 
companies will not be greatly hurt un- 
der pending revision of the Rayburn 
Bill. The result has been a considerable 
recent advance in bonds and preferred 
stocks of utility operating companies. 
Now that some of the large operating 
companies such as Consolidated Gas and 
Public Service Corporation have agreed 
to reduce rates, investors might well 
consider the attractive yields obtainable 
from common stocks of important util- 
ity operating companies, such as are 
listed below: 

Among the holding company stocks 
American Gas & Electric, United Gas 
Improvement, Pacific Lighting, and 
American Light & Traction offer at- 
tractive yields and seem less vulner- 
able than the majority of holding com- 
panies if the Rayburn Bill is enact- 
ed. Among the low-priced nondividend 
issues, Niagara Hudson is of possible 
interest marketwise because of its in- 
trastate character, although future earn- 


Estimated 
1935 
Earnings * 


Yield 
about 


2 May be affected by pending tax legislation or rate cuts. 
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ings may be affected by the public 
service commission’s depreciation rules. 
Federal Light & Traction (Cities Serv- 
ice subsidiary) has shown recent gains 
in revenues and is selling for about six 
times earnings. 


¥ 


Holding Companies Need Terri- 


torial Diversification of Risk 


Oa of the Rayburn Bill have 
perhaps not stressed sufficiently 
the great economic advantage of terri- 
torial diversification of risk (the prin- 
ciple on which all fire insurance compa- 
nies successfully operate). Such 
diversification would be lost, along with 
the financial support which a strong 
holding company may render to operat- 
ing companies in a _ temporarily 
weakened territory, if the Rayburn Bill 


of charts based upon data reported by the 
Department of Commerce displaying in 
graphic form business conditions in the 
several Federal Reserve Districts Gesetins a 
startling revelation, From 1919 business 
conditions in the Minneapolis district show 
a precipitate decline, reaching their lowest 
point in 1929. With two exceptions, the 
New York district proceeded steadily up- 
ward during the same period, reaching i 
peak in 1932. Nor do the San Francisco, 
Chicago, Philadelphia, or Kansas City dis- 
tricts show any consistent parallel to those 
already named or to one another. Constan- 
cy of progress and stability of operation re- 
quire wide geographical diversification and 
are not to be attained by localized integra- 
tion. 
* 


Those $1,400,000,000 Write-ups 


ECENTLY the Federal Trade Com- 
mission called renewed attention 

to a certain statistical tabulation which 
it had prepared, during the course of its 


investigation under Senate Resolution 
No. 83, showing alleged “write-ups, im- 
properly capitalized intangibles and in- 
flation included in the capital asset of the 
top-holding, sub-holding, and operating 
companies at the final dates of their ex- 
amination.” It may be of interest to 
tabulate these figures in relation to total 
property value as of December 31, 1934 . 
(000’s omitted) : 


requirements with respect to “economic 
and geographic integration” prevail. 
James G. Mitchell, in an article “Ex- 
tent of Damage to Operating Companies 
‘Milked’ by Holding Companies” (An- 
nalist, June 7th), states: 


The necessity for wide geographical di- 
versification is exemplified in the contradic- 
tory fluctuations in business conditions 
throughout the country. An examination 


e 


Property Value 
Dec. 31, 1934 


ee ee) ee a eed 


o 


F.T.C. Estimated A prox. 
Write-up ‘atio 

Associated Gas & Electric 

RR gogo aik4 ocedsconeodepedees 1 

Southeastern Power & Light 

Middle West Utilities Co. 

Electric Power & Light Corp. ..............+- 

Columbia Gas & Electric Corp. ............++. 

American Power & Light Co. ...........se0e00 

American Gas & Electric 

Niagara Hudson Power Corp. ...........+0005 571,825 

National ee eee 516,133 2 

N. E. Power Association 364,508 

Standard Gas & Electric Co. ...........eeeeees 1,053,382 2 

North American Co. 626,705 

United Gas Improvement Co. .............0008 606, 178 

North American Light & Power Co. ........... 296,607 

Central Public Service Co. .....ccccscccccsccee 

Other companies investigated 


1 Not available on system basis in 1933-34. 
2 December 31, 1933. 
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A previously discussed in this depart- 
ment, and elaborated in the testi- 
mony of President Inch of Electric 
Bond & Share and others in congres- 
sional hearings, these write-ups (while 
not all defensible) have seldom had any 
definite tie-ins either with rate increases 
or public security offerings. As indicat- 
ed in the commission’s own 128-page 
analysis (Chap. 5, “Growth of Capital 
Assets” advance proof), many of the 
write-ups occurred as the result of en- 
gineering appraisals on the basis of re- 
production cost, which basis has fre~ 
quently been sanctioned by courts and 
commissions. Most of them probably 
resulted from a desire to reappraise 
properties at the time of a change of 
control. 

Incidentally, it may be remarked that 
the market value of a company’s securi- 
ties (rather than the balance sheet fig- 
ures) correctly mirror the public’s ap- 
praisal of the value of the properties. 
Thus in 1929, when Cities Service com- 
mon stock sold at about 58 times earn- 
ings, this appraisal was admittedly on a 
highly inflated basis. At the present 
time, with the stock around 14, this ap- 
praisal has doubtless been “written 
down” to a conservative basis. While 
the writer has not made a detailed cal- 
culation it seems obvious that the Sys- 
tem’s securities are now selling in the 
open market for much less than half 
the book value as shown in the balance 
sheet; and any question of write-ups is 
now therefore of somewhat academic 
interest so far as any near-term financ- 
ing is concerned. The fact that the Sys- 
tem is about two-thirds oil and one- 
third utility is also a point to be borne in 
mind. 

What is needed to restore confidence 
of security holders and to correctly de- 
termine rates is not complaints regard- 
ing past financial and accounting prac- 
tices, but careful legal or administrative 
definition of what constitutes correct 
valuation and proper accounting, for 
the future guidance of the utility com- 
panies, the commissions, the courts, and 
the investing public. 


What's Ahead for the Railroads? 


gees earnings, while recently 
showing some unexpected im- 
provement over last year, continue at a 
dangerously low level. Since 1931, 
when the railroads were able to earn a 
small amount for stockholders, they 
have been continuously in the red, the 
deficit after fixed charges amounting to 
$151,000,000 in 1932, $14,000,000 in 
1933, and $32,000,000 in 1934. Earn- 
ings from operations in the past four 
years have averaged less than 2 per cent 
on the book value of the properties. In 
1935, despite the general improvement 
in business, net from operations has 
been reduced by the 10 per cent wage 
increase (5 per cent of which was effec- 
tive April Ist), although the pension de- 
cision by the Supreme Court (releasing 
past accruals) and the I. C. C. rate 
decision are now offsetting factors. 
While it was rumored that a move 
would be initiated to seek a cancellation 
of the wage increase, this is doubtless 
being deferred until the threat of pos- 
sible action on the various railway labor 
bills introduced in Congress is ended by 
adjournment. Hopes that the roads 
might obtain some slight relief on labor 
costs after June Ist (when the 1933 
amendment to the Transportation Act, 
which has required the roads to main- 
tain the same number of union men as 
in 1933, expires) may be disappointed, 
as the President has recommended that 
the life of the act be extended by Con- 
gress. 
HILE certain revised I.C.C. ac- 
counting rules became effective 
January Ist, it is difficult to detect 
much average change in depreciation 
charges. For the present, therefore, 
investors need not be unduly concerned 
about the new factor in earnings state- 
ments, although in the writer’s opinion 
increased charge-offs for obsolescence 
may prove necessary in future. Total 
depreciation and retirements (under 
Maintenance of Equipment expenses) 
as compiled for four months by Stand- 
ard Statistics were as follows for some 
of the larger roads (000’s omitted) : 
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Illinois Central System ... 
N. Y. Central System .... 5,544 
Pennsylvania System .... 6,744 

General business activity in the first 
quarter was 11 per cent over last year 
(according to Standard Statistics’ index 
based on 25 industrial series)’ while 
total carloadings were nearly 1 per cent 
lower. The failure of carloadings to 
respond to business improvement seems 
largely traceable to (1) the drought 
which has reduced crop movements, (2) 
backwardness of the heavy industries, 
and (3) continued loss of business to 
trucks. 

Merchandise L.C.L. loadings (prob- 
ably most subject to truck inroads) have 
declined steadily during the depression, 
the 1934 total being nearly one third less 
than in 1930, while the first quarter of 
1935 was about 4 per cent under last 
year. While the Interstate Commerce 
Commission has for many years recom- 
mended Federal control of trucks and 
busses, and legislation has been intro- 
duced at various times, no definite re- 
sults have yet been obtained. President 
Roosevelt’s long-delayed message on the 
subject to Congress has proven disap- 
pointing, and while a bill for bus and 
truck regulation has passed the Senate, 
it appears likely that the roads will have 
to wait until 1936 for the relief they 


need so sorely. 
} gpm improvement in the farm 
regions may be moderately bene- 
ficial during the balance of the year and 
if the recovery in the heavy building in- 
dustries forecast by General Dawes, 
Dr. Edie, and others for the second half 
of 1935 eventuates, the roads should 
gain a substantial amount of tonnage— 
possibly sufficient to pull them definitely 


out of the red and aid new financing. 
A few roads such as Union Pacific, 
Southern Pacific, Atchison, and North- 
ern Pacific have been fortunate in hav- 
ing nontransportation subsidiaries in 
which they had built up substantial cash 
surpluses before the depression. The 
large dividends taken from these sub- 
sidiaries have in most cases now drawn 
heavily on their cash reserves, and 
maintenance of the parent company’s in- 
come might be somewhat endangered if 
the depression continues another year or 
so. Formerly details regarding these 
subsidiaries were lacking (the I. C. C. 
apparently not being authorized to in- 
vestigate them) but listing requirements 
of the SEC are now revealing some de- 
tails of these “mystery” companies. 


» 


New York City Independent 
Subway Earns One Sixth 
of Charges 


A example of municipal ownership 
which might well receive careful 
study in these days of huge government- 
financed projects is the New York City 
Independent Subway, now in operation : 
for nearly three years. Thus far the 
project has cost over $668,000,000 and 
much more will be required to com- 
plete it. Operations up to January 31, 
1935 (about two and a quarter years) 
yielded net operating revenues of only 
$3,460,341, whereas figuring 4 per cent 
on the amount of capital estimated to 
be in operating use during the period, 
some $22,000,000 was required. While 
the “independent” will doubtless im- 
prove its operating returns when exten- 
sions to Brooklyn are completed, it will 
still remain a perfect example of that 
engineering waste and extravagance 
typical of so many public projects 
where inexhaustible funds are available 
and “profits” can be ignored. 





“THe American people have been sampling the new order and have 
decided that the old was better—better, at any rate, in the play and 
scope to individual talent and personal endeavor.” 
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Recovery and the Utility Business 


RTHODOX economists tell us that 

there are two methods for eco- 
nomic recovery—deflation and inflation. 
Both have their perils and since some 
of these perils are of a political nature 
or involve social considerations, the 
economists are inclined to snap their 
books shut and say, somewhat testily, 
that such things are outside of their 
jurisdiction. They say to us, in effect, 
“I have told you how to get back on the 
highway; if for other reasons you can- 
not do as I say, that, of course, is not 
my fault.” Unfortunately, national gov- 
ernments which have to face national 
responsibilities cannot pass the buck in 
such a complacent fashion. Orthodox 
economists tell us that former President 
Hoover’s deflation plan of coping with 
the depression would, if supported by 
the country, have worked out all right, 
and would have brought recovery as 
quickly, if not more quickly, than Presi- 
dent Roosevelt’s inflation program. 
President Hoover’s general policy was 
to let deflation work out its own way. 
The top-heavy capital structure, operat- 
ing on reduced revenues, would finally 
have been shaken loose from its own 
rottenness. Over-expanded credit would 
have been written off, marked down, or 
liquidated. The debt structure of the 
country would gradually settle down to 
‘ a more healthy foundation with relation 
to production capacity and earning ca- 
pacity. The difficulty with Mr. Hoover’s 
program, however, was the danger of 
the human equation interrupting the 
process. 

Letting deflation sift the clinkers out 
of a clogged economic machine also in- 
volves wage cutting, foreclosures, un- 
employment doles, bankruptcies, and all 
around misery. In the end, commercial 
credit would be reéstablished—so runs 


the theory—on a sounder basis. The 
liquidation of unbalanced debt struc- 
tures would result in displacing to some 
extent the concentration of credit power 
in the “hands of the few” and the body 
politic would painfully begin to get back 
upon its feet. But it is conceded to be 
a very painful process while it lasts. 
In a suppressed country, the resulting 
hardships on the masses create the 
danger of riots and revolution. In a 
democratic country, the people simply 
refuse to stand for the ordeal of hunger 
and proceed to vote the deflation govern- 
ment out of office. That is what hap- 
pened to Mr. Hoover and his plans for 
economic recovery. 


A” what is Mr. Roosevelt doing 
about it? Just about the same 
thing in a different way. Inflation, the 
same economists tell us, by means of 
raising prices accomplishes the same re- 
sults as wage cuts. It is “kidding the 
public” by letting it have the same num- 
ber of dollars, or even a few more 
(NRA) while at the same time cutting 
down the value of the dollar. It is a 
form of economic anaesthetic which 
purports to make the economic readjust- 
ment of credit less painful. But it also 
has its dangers. Like most anaesthetics, 
inflation is habit forming and since the 
government-patient, in political econ- 
omy, is also his own doctor, he can very 
easily become an addict to his own de- 
struction, unless he exercises rare cau- 
tion and restraint. Inflation like de- 
flation pares away the debt structure, 
causing painful readjustment here and 
there, but in the end, if properly con- 
trolled, the result on paper should be 
about the same as that indicated by the 
more conservative economists for re- 
covery via deflation. In democratic 
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countries it has the advantage of being 
good mass politics. Deflation may be 
more brutally efficient; inflation may be 
more pleasant, but also quite dangerous. 
Like the “low road” and the “high road” 
in the Scotch ballad, they are both sup- 
posed to terminate ultimately on the 
bonny banks of Loch Lomond, to wit: 
recovery. 

Now come Harold Moulton and a 
talented corps of associates from the 
Brookings Institution who make the dis- 
turbing inquiry—what’s wrong with this 
picture? The trilogy on the distribution 
of wealth in America, which the Brook- 
ings Institution has so far sponsored, 
is probably the most important study 
of factual economies that has been at- 
tempted in a decade which is more 
“economics conscious” than any in our 
national history. The most recent of 
this series, “The Formation of Capital,” 
is also, in the opinion of this reviewer, 
more important than its two excellent 
predecessors, “America’s Capacity to 
Produce” and “America’s Capacity to 
Consume.” 


M* Moulton and his associates do 
not sit in a library and meditate 
on economic problems until they evolve 
a completed theory. The Brookings In- 
stitution group seem to have reversed 
that procedure by taking a strictly em- 
pirical approach. Without any precon- 
ceived notions, they have studied the 
actual functioning of economic machin- 
ery in America. The titles of these 
works give some clue to the scope of 
their prodigious investigations. With 
this material assembled, digested, and 
interpreted, the Brookings group devel- 
op certain definite conclusions that are 
neither startling nor particularly orig- 
inal. They do, however, have the 
unique advantage of being buttressed by 
facts. There is not much room for dis- 
pute when the reader casts his eye over 
the array of statistical evidence present- 


In “The Formation of Capital,” Mr. 
Moulton reveals the fallacy into which 
the orthodox supply and demand econ- 
omist has been tempted when they take 


the position that the rate of our ex- 
pansion in production is directly depend-. 
ent on the amount of income saved. 
According to this classic view, when 
many opportunities for profit exist in- 
vestment is encouraged and people save 
more and consume less. This goes on 
for a while until lowered consumption 
cuts the profit; investment then is pro-' 
portionately discouraged, and people are 
less inclined to save and start to con- 
sume more. If this works out, the 
economic machine is nicely self-adjust-. 
ing, but Mr. Moulton finds that under 
our present complicated capitalistic 
structure, the causal relationship be- 
tween savings and production is inter- 
rupted. He finds that modern “savings” 
are so controlled by banks and other 
managers of our domestic credit and in- 
vestment, that expansion in production 
keeps going without regard to the profit 
trends or the volume of saving. Mr. 
Moulton’s conclusions are a little hard 
on the homely fable of the grasshopper 
and the ant. 


vane it would appear, ultimately 
rewards industry with bankruptcy 


by reason of the constant overproduc- 
tion of aggregate savings and propor-’ 


tionate diminution in consumption. 
When our domestic economy was no 
longer able to absorb these idle funds 
about 1928, much of it was diverted into 
foreign investment. Much was poured 
into the stock market, thereby inflating 
the latter and anchoring potential pur- 
chasing power into unnecessary produc- 
tion agencies. Still savings kept piling 
up, waiting—indeed demanding that 
they be profitably invested, while mass 
purchasing power and consequently con- 
sumption sagged. Finally, the whole 
thing collapsed in the debacle of 1929; 
capital goods industries closed up, 
throwing more men out of work and 
further decreasing purchasing power. 
The pretty theory of economic self- 
adjustment is thus knocked into a 
cocked hat. Wage cuts only aggravate 
the situation. Inflation only multiplies 
everything by two or three, or how- 
ever much you inflate. Poor distribu- 
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PLACE FOR ANOTHER 


_ tion of income, according to Mr. Moul- 
ton, is still the bottle neck to real re- 
covery. 

Mr. Moulton does not, however, en- 
dorse naive or drastic theories such as 
those preached by Huey Long or Father 
Coughlin. It’s a complex problem and 
needs “scientific solution.” The solu- 
tion Mr. Moulton leaves to the next 
and final volume of the Brookings stud- 
ies, but he does make it clear that some 
method must be found to raise and sus- 
tain mass purchasing power without in- 


juring profits to the extent of scaring 
capital out of the country. 


OCIAL taxation might be one method, 

but veteran observers of its opera- 
tion in countries where it has already 
been attempted to say it only skims the 
top (fortunes) and tends to spread 
poverty instead of wealth if drastically 
enforced. A social security program 
financed by industry and employees 
theoretically increases the stability of 
the consumer class, but the burden 
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might wreck industries compelled to 
compete with foreign trade having no 
such burdens. Even if some “scientif- 
ic” way for readjusting purchasing pow- 
er were once installed, there is probably 
no guarantee that the profit motive 
would not get around it somehow and 
build up further savings—surpluses in 
new places. Maybe we'll just have to 
make up our minds that economic struc- 
tures based on the profit system are like 
coal furnaces that have to be shaken 
free of clinkers every so often even at 
the expense of unfortunate particular 
dislocations. 

How would the utility industries fare 
under a redistribution of purchasing 
power? The answer can be implied 
from the second Brookings book— 
“America’s Capacity to Consume.” 
There we see graphically described the 
manner in which the different income 
family groups disbursed their money. 
We see that in 1929 we had 24,000, with 
an average income of $100,000 or more, 
saving from 40 to 66 per cent of their 
income, while 5,900,000 families with 
incomes less than $1,000 a year actually 
went into debt $60 a year per family. 
It is clear that with a transition of in- 
come from the higher brackets to the 
lower brackets, more money would be 
spent on consumer goods, and less 
money would be invested. 


S 


a change. 


OME consumer goods would make 
out better than others under such 
Food, for example, is rela- 


tively stable in most of the family in- 
come groups—the very highest family 
class averaged only a little more than 
twice as much spent on food as the 
very lowest class. The reason is prob- 
ably the fact that the rich man and 
poor man both eat three meals a day, 
and the difference is chiefly quality. For 
the same reason clothing, although more 
elastic than food, is more constant 
than other forms of expenditure. A 
well-to-do citizen may pay twice or four 
times as much for a suit than a poor 
citizen, but he can scarcely wear more 
than one suit at a time. However, when 
we look at “other living expenses” 
which include utility service, we find a 
sharp increase in each successive rise 
in the income group, showing clearly 
that the mass of our people can and will 
use much more of these services when- 
ever they can afford it. Distribution of 
wealth, therefore, if economically feas- 
ible, should, over the long range, in- 
crease utility service consumption much 
more than it will increase other kinds 
of consumption, according to Mr. Moul- 
ton’s figures. This increase would prob- 
ably be at the expense of “savings” to 
some extent, but that is what appears . 
to be the trouble with us—too much idle 
savings and not enough mass consump- 


tion. 
—F. X. W. 


Tue Formation or Capirat. By Harold G. 
Moulton. Published by The Brookings In- 
stitution. Washington, D. C. Price, $2.50. 





Is the Rayburn-Wheeler Bill Really Harmful? 


HAIRMAN Philip Gadsden, of the 

Public Utilities Executives Com- 
mittee, and other opponents of the Ray- 
burn-Wheeler holding company bill will 
doubtless be pleased although consid- 
erably surprised to learn that all the 
teeth have really been drawn from that 
measure as it finally cleared the Senate 
by a 56-32 vote. Such is the conclu- 
sion of the widely known critic of big 
business, John T. Flynn, writing in The 
New Republic. Mr. Flynn states: 
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The strategy of all the groups represent- 
ing big business in Washington when they 
cannot defeat any regulatory or punitive 
proposal outright is to have the subject mat- 
ter referred to a commission or to post- 
pone action until after 1940. The theory, 
of course, is obvious. It is always easier to 
deal with a commission than with a whole 
Congress. Furthermore, referring the mat- 
ter to a commission actually postpones ac- 
tion for the time being. It is better still 
to defer definitive action until after 1940. 
After 1940, the dreamers believe, the great 
storm will have blown over, the crusading 
spirit will have evaporated, prosperity will 
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IT’S TIME HE READ IT! 


have returned or the present régime will 
have been completely discredited and by the 
providence of God in some mysterious way 
the Grand Old Party will have returned to 
power. Then the representatives of big 
business can proceed leisurely to do noth- 
ing or undo anything that may have been 
one. 

This is the plan adopted to defeat the 
holding company bill now pending in Con- 
gress. And apparently the sponsors of the 
bill have obligingly conceded this important 
point. They have put off the date for dis- 
solution of such holding companies as may 
be found guilty until 1942. 

This holding company bill has in it one 
thing worth having—that is the power to 
investigate the structure of the utility hold- 
ing companies. It has one illusory hope, 
that holding companies can be regulated. 
There has been a greater pother about the 
“sentence of death” on all utility holding 
companies by 1940. Of course there is no 
sentence of death in that bill. Holding 
companies will be called on to simplify their 
capital structure and those adjudged by the 
commission to be essential to geographic or 
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economical integration of operating com- 
panies may be permitted to continue under 
government regulation. 

What will the commission determine is 
essential? That will depend on the kind of 
men named to the commission. In any case 
we may be assured that many holding com- 
pany concerns will be preserved. And we 
may be equally assured that no government 
will ever be able to regulate them. If the 
bill is passed, therefore, we will get the 
benefit of a study. That is all to the good. 
But anyone who supposes we will get any- 
thing else is, in my judgment, very much 
mistaken. 

I F that were true the Rayburn-Wheel- 

er Bill is quite a harmless affair— 
something that should be approved by 
the House of Representatives, if for no 
better reason than to get it out of the 
way and stop all the controversy. Ap- 
parently, however, the leaders of the 
Edison Electric Institute (who would 
be among the first, one would ordina- 
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rily suppose, to recognize any innocuous 
quality of a measure so vitally affecting 
their interests) still appear to be con- 
vinced that the Rayburn-Wheeler Bill is 
harmful to the best interests of the con- 
sumer, the investor, and the industry. 
J. G. Holtzclaw, president of the Vir- 
ginia Electric & Power Co., told the 
recent convention of the Edison Elec- 
‘ tric Institute at Atlantic City, N. J., 
what he thought of the bill. Mr. Holtz- 
claw said in part: 


This holding company legislation has not 
been drawn in such murderous form be- 
cause of past misdeeds of holding conpa- 
nies, nor because it is seriously thought that 
they are not economically sound business 
organizations. These are but smoke screens 
behind which a far-reaching program of 
nationalization is being constructed. And 
since this is the objective, it has been so 
drawn because these holding companies to- 
day are the owners of substantial majority 
of the public utility operating companies 
in the country, and so long as thev exist in 
such capacity, it is not simple to break up 
and acquire the operating groups as easily 
as is desired by those who sponsor govern- 
ment control and operations. It is not a 
question of how much value the holding 
company is to the operating company from 
a_ technical, legal, engineering, or other 
viewpoint. It is not a question of whether 
financing of the operating companies can be 
handled by a holding company to a better 


advantage. It is not a question as to wheth- 
er or not the combined counsel and advice 
of those men in the holding company groups 
are of such benefit to the cong. S - 

nies to justify their existence. estimony 
to support all of these points has been 
ample to justify the holding company in 
each and every respect, but it seems evident 
that to a large extent it has fallen upon 
politically deaf ears—deaf because some do 
not wish to hear and understand, and deaf 
because of the knowledge that if heard and 
understood they cannot help but be inward- 
ly convinced. The plan of those in power 
is to crack the shell of the nut and destroy 
it that the kernel might be devoured. From 
the viewpoint of us operating men, that is 
the tragedy of Title I. 


George M. Gadsby, president of the 
Utah Power & Light Company of Salt 
Lake City, described the probable oper- 
ation of the Rayburn-Wheeler measure 
as “a surgical simplification by which 
arms, legs, and finally corporate life 
itself are removed.” 

—F. X. W. 


Oruer Peopte’s Money. By John T. Flynn. 
The New Republic, May 29, 1935. 


Tue Errect or THE WHEELER-RAYBURN BILL 
on Oprratinc Utirry Companies. Ad- 
dress by Jack G. Holtzclaw, before annual 
convention of Re Electric Institute at 
Atlantic City, N. J., June 5, 1935. 








The Need for Unbiased Commissions 


ce the scholarly Thomas F. Wood- 
lock, former conservative member 
of the Interstate Commerce Commis- 
sion, we owe the credit for directing 
our attention on a number of occasions, 
through his Wall Street Journal column, 
to the illuminating report made on 
“Ministers’ Powers” by the Lord Chan- 
cellor’s committee to the Parliament of 
Great Britain in 1931. The committee, 
among other things, strongly recom- 
mended that laws creating quasi judi- 
cial bodies or quasi legislative bodies 
should clearly specify the limits of pow- 
ers so delegated and vigorously protect 
the right of judicial review. This was 
said to be necessary in order to avoid 
the danger of a strong-minded commis- 
sion or board running wild with its own 


convictions. Indeed, the committee 
suggested that a fanatical official, how- 
ever honest, is far more dangerous than 
a crooked one. The committee stated 
in part: 


Indeed we think it is clear that bias from 
strong and sincere conviction as to public 
policy may operate as a more serious dis- 
qualification than pecuniary interest. No 
honest man acting in a judicial capacity al- 
lows himself to be influenced by pecuniary 
interest; if anything the danger is likely to 
be that through fear of yielding to motives 
of self-interest he may unconsciously do an 
injustice to the party with which his pecu- 
niary interest may seem to others to identi- 
fy him. But the bias to which a public- 
spirited man is subjected if he adjudicates 
in any case in which he is interested on pub- 
lic grounds is more subtle and less easy for 
him to detect and resist. 
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HE recent decision of the U. S. 

Supreme Court in the case of the 
late Federal Trade Commissioner 
Humphrey’s dismissal from office em- 
phasizes the need for independent judg- 
ment by quasi judicial commissions, 
such as the Federal Trade Commission, 
the Interstate Commerce Commission, 
the Federal Power Commission, and 
the Federal Communications Commis- 
sion. It will be recalled that President 
Roosevelt “fired” the late Commission- 
er Humphrey for no other or better 
reason than that Humphrey did not 
agree with the President on matters of 
policy. Although the law creating the 
Federal Trade Commission expressly 
states that no more than three members 
shall be of the same political party, it 
was obvious that the President wanted 
all members of it, Republican as well 
as Democrat, to be under his own dom- 
ination. This, according to the Su- 
preme Court, would be a dangerous sit- 
uation. Mr. Woodlock put the case 
even more strongly when he stated : 

In other words, a strong partisan should 
be disqualified for administrative office, the 
functions of which concern the matter on 
which he is a partisan. If he strongly fav- 
ors the general purpose of the law he will 
assuredly be inclined to strain his powers 
to accomplish that purpose; if he is strong- 
ly opposed to that purpose he will be as- 
suredly inclined to use his powers so as to 
obstruct it. In either case it will tend to 
be government by men and not by law. And 
it is precisely that kind of government 
against which this country needs protec- 
ae 

The Supreme Court has guaranteed the 
tenure of independent officials and that is 
good. It is for the appointing authority to 
see that no extremists get into administra- 
tive office, regardless of which “extreme” 
they profess. This is a matter upon which 
a greatly increased degree of public atten- 
tion—and sensitiveness—is highly desirable, 
for it was never more necessary. 


| gear F. Weadock, managing di- 
rector of the Edison Electric In- 


stitute, is convinced that the Federal 
Trade Commission, subsequent to the 
removal of the late Commissioner 
Humphrey, has not been what one 
might call an unbiased commission, at 
least in so far as its 8-year investiga- 
tion of the electric light and power in- 


dustry is concerned. Mr. Weadock 
charged that the commission ap- 
proached the investigation in a preju- 
diced state of mind and permitted so- 
called “findings” to go out under the 
imprimatur of the commission which 
were prepared by subordinates, most of 
whom are without competent knowledge 
of the utility business and many of 
whom were more interested in manu- 
facturing propaganda for antiutility 
Congressmen than in developing a fair 
survey of the electric industry. Ad- 
dressing the recent convention of the 
Institute at Atlantic City, Mr. Wead- 
ock stated : 


The fair determination of an economic 
question is at best difficult even when ap- 
ag with an impartial and open mind. 

hen, however, that judgment is prejudiced 
or biased, the solution of the economic ques- 
tion will reflect such prejudice and bias. 
The Federal Trade Commission is no ex- 
ception to this rule. It patterned its con- 
duct of the investigation of the electric 
light and power industry in spirit and prac- 
tice after the manner of a congressional in- 
quisition and not according to the time- 
honored proceedings of a judicial or quasi 
judicial body. It would seem that the com- 
mission had as its only purpose, despite its 
protests to the contrary, to besmirch this 
industry to the degree demanded by those 
who sponsored the investigation. 

After whole-hearted codperation by the 
industry in giving the commission’s repre- 
sentatives access to the company records, 
officials of the companies were shocked to 
read in the examiner’s reports facts so dis- 
torted, false theories, innuendoes, insinua- 
tions, academic theories, and bitter tirades 
against the customary, usual, and approved 
methods of transacting business as to make 
such reports. devoid of all constructiveness 
or reliability as an economic study of the 
transactions so freely condemned. The re- 
ceipt of these reports so firmly shook the 
faith of the executives and shattered their 
hopes of a: fair investigation that they, for 
the first time, fully realized that it was but 
another investigation seeking “dirt” to be- 
smirch the industry. 


PEAKING of the methods of the com- 

mission, Mr. Weadock pointed out 
that public hearings were held and con- 
ducted as an ex parte proceeding, while 
rules of evidence were conspicuous by 
their absence. “Experts” were quali- 
fied as experts solely by the fact that 
they were employed by the commission. 





WHAT OTHERS THINK 


Opinions of examiners and agents were 
considered pertinent facts. Mere asser- 
tions were elevated to the dignity of 
best evidence. Unsigned and unidenti- 
fied letters, letters of dead men, select- 
ed excerpts of letters were isolated 
from their context, and the mere opin- 
ion of an individual was accredited 
with sufficient weight to condemn the 
. industry. Newspaper articles were 
considered evidence reflecting on the 
industry, although the writers never 
appeared for examination or cross-ex- 
amination. Insinuations, deductions, 
and opinions of the commission’s coun- 
sel and examiners were accepted as con- 
clusive evidence of the wrongs charged. 
Protests of the utilities at the unfair- 
ness of the methods of handling the 
investigation were received in a con- 
temptuous manner or ignored alto- 
gether. Finally, according to Mr. 


Weadock, the commission showed un- 
mistakable evidence of yielding to pres- 
sure so as to codrdinate the timing and 
style of its publicity to meet the desire 
of antiutility forces in Congress. 

As might be expected, the Federal 


Trade Commission has denied any such 
line of conduct. In its report to the 
Senate, submitted last November, the 
commission stated: 


All the relevant facts are from the tes- 
timony and records of associations, agen- 
cies, persons, and concerns of the electric 
and gas utility industries themselves. A 
descriptive list of the utility witnesses on 
the propaganda phase and other persons in 
the industry to whom pertinent references 
are made, appears as appendix 1. 

The statements and conclusions, there- 
fore, are not drawn from outside or hostile 
testimony, but are based on what may prop- 
erly be called declarations and admissions 
against interest all made in the ordinary 
course, and at the time, and so are res 
gestae. The utilities were represented by 
counsel during the entire period covered by 
the hearings and their counsel fully pro- 
tected their rights in all matters of testi- 
mony or material offered deemed by such 
counsel to be in any degree improper or 
otherwise inadmissible. 

It is to be noted that in some instances 
records were asserted not to have been kept 
or only partially so and in two other rec- 
ords had been wholly or partially destroyed 
after this investigation started. —~ 

Much of the material is from the formal 


annual reports of the standing committees 
which were accepted and to that extent re- 
ceived association sanction. 

After the principal portion of the testi- 
mony as to association publicity activities 
had been placed on record, the utilities, 
through their counsel, were given an op- 
portunity to offer evidence in defense and 
explanation. 


T is not only the administration that 
has been accused of interfering with 
the independent functioning of regula- 
tory bodies. Congress itself has shown 
tendencies to attempt to dictate to at 
least one commission—the public util- 
ities commission of the District of Co- 
lumbia. Attention was focused on this 
instance by the recent taxicab strike in 
the city of Washington during the na- 
tional convention of the Shriners. It 
appeared that a number of years pre- 
vious to the taxicab strike the District 
of Columbia commission had made an 
honest effort to regulate fares in the 
District of Columbia on a metered ba- 
sis. There was much local opposition 
and the taxicab companies fought the 
measure all the way up to the District 
of Columbia Court of Appeals, where 
the judgment of the District of Colum- 
bia commission was upheld and vindi- 
cated. But certain members of Con- 
gress, fearing that there would result an 
increase in taxicab fares in the District 
if the meter basis were substituted for 
the zone rate, refused to let the matter 
rest with the courts and insisted on at- 
taching a provision to the commission’s 
appropriation which practically par- 
alyzed the authority of the commission 
to regulate taxicabs. As a result, taxi- 
cab fares in Washington, D. C., have 
been regulated largely on the basis of 
agreements between the different com- 
panies. As might be expected, these 
agreements broke down completely in 
the face of emergency, created by the 
Shriners’ convention. 

Strangely enough, it was Co s 
that began to complain about the futile 
efforts of the District of Columbia com- 
mission to avoid.a situation which was 
said to disgrace the national capital in 
the eyes of a great national organiza- 
tion. Representative May, Democrat of 
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Kentucky, complained to the House of 
Representatives that he had been in- 
sulted and ousted from a cab in which 
he was riding and compelled to take a 
street car. But as the Washington Post 
pointed out, there was a certain poetic 
justice in the fact that the Congressmen 
themselves should be inconvenienced as 
a result of their persistent refusal to let 
the District of Columbia commission 
regulate the taxicabs. The Washing- 
ton (D. C.) Post stated editorially: 


The problem is not one of devising a 
special system of rates for the Shriners’ 
convention but of effective regulation of the 
taxi business throughout the year. That 
can be accomplished only by the public util- 
ities commission. Since Congress has made 
such a mess out of its attempt to control 
the taxi business through annual riders in 
the District appropriation bills, it may rea- 
sonably be hoped that the job will now be 
turned back to the PUC., with adequate au- 
thority over this as well as over other lo- 
cal utilities. 


NOTHER instance concerning the 
District of Columbia Public Util- 
ities Commission deals with the efforts 
on the other side of the Capitol to con- 
trol, in part at least, those who regulate 
utilities. Last spring President Roose- 
velt sent to the Senate for confirmation 
his reappointment of Riley E. Elgen as 
a member of the District commission. 
Although such local appointments are 
usually confirmed as a matter of course, 
Commissioner Elgen’s confirmation was 
held up because Senator Pat McCarran 
of Nevada refused to consent until he 
had an opportunity to examine Commis- 
sioner Elgen on his “fitness for office.” 
When Commissioner Elgen appeared 
before the Senate Committee, Senator 
McCarran questioned him chiefly on his 
views concerning municipal ownership 
of utilities. Commissioner Elgen told 
the Senator he had no fixed ideas on the 
subject and he did not oppose any ef- 
fort to establish municipal ownership in 
the District of Columbia. It is, of 
course, well known that the junior Sen- 
ator from Nevada advocates municipal 


ownership of utilities now serving the 
District. 

Commenting editorially on the Sen- 
ator’s desire to find out if Commissioner 
Elgen shared his views, The Washing- 
ton (D. C.) Post editorially took Sen- 
ator McCarran to task for “trying to 
use a diligent public servant to promote 
his own ideas without regard to the 
disservice he may render the District in 
the meantime.” The Post editorially 
continued : 


We do not know whether Mr. Elgen 
favors public ownership of utilities. We 
do not care. His views on this matter are 
entirely irrelevant to the question at issue. 
The PUC is a regulating agency which has 
nothing to do with the formulation of pol- 
icy. What the Senate District Committee 
should concern itself with is the record of 
that agency, under Mr. Elgen’s chairman- 
ship, in bringing about the reduction of 
rates on a basis that protects the public in- 
terest without denying reasonable earn- 
ings to the private utilities now serving the 
District. The very favorable rates prevail- 
ing here in comparison with other cities 
testifies to the effectiveness of his work. 

Congress would be grossly unfair to the 
District as well as to Mr. Elgen if it should 
permit extraneous issues to detract from 
the necessity of efficient regulation in con- 
sidering this appointment. 


Fortunately, in this case Congress did 
not permit extraneous issues to detract 
from the efficiency of regulation, and 
as previously reported in the Forrt- 
NIGHTLY, Commissioner Elgen’s nomi- 
nation was confirmed by the Senate 


April Ist. 
—F. X. W. 


Tue Humpurey Case. By Thomas F. Wood- 
— The Wall Street Journal. June 6, 


Appress of Bernard F. Weadock before con- 
vention of Edison Electric Institute at At- 
lantic City, N. J. June 3 to 6, 1935. 


Uririry Corporations. Su report of 
Federal Trade Commission to Unit States 
Senate. No. 71A. 


Concress SHARES THE Biame. Editorial. 
The Washington Post. June 12, 1935. 


Stick To THE Issue. Editorial. The Wash- 
ington Post. March 28, 1935. 























The March of Events 





Institute Fights New Deal 
at Annual Convention 


EETING in the third annual convention of 

the Edison Electric Institute at Atlantic 
City, N. J., June 3rd the leaders of the mem- 
ber electric utilities expressed outspoken op- 
position to the Federal government’s hostile 
plans against the industry. 

Asserting that the light and power industry 
is in the midst of the grestest battle in its 
history—with the government as opponent in 
the triple role of “oppressor, competitor, and 
executioner’—Frank cLaughlin, presi- 
dent of the Puget Sound Power and Light 
Company of Seattle, Washington, urged the 
utility executives to undertake the widest pos- 
sible campaign to bring before the public the 
true facts of the power issue. 

The 8-year investigation of the electric 
light and power industry by the Federal Trade 
Commission “was predestined to be a propa- 
ganda vehicle to further the whims and fan- 
cies of those who would destroy the Ameri- 
can system of private business for private 
profit,” Bernard F. Weadock, vice president 
and managing director of the Edison Electric 
Institute charged in an accusation before the 
convention of the methods and motives of the 
investigation and its originators. Weadock 
claimed that 85 per cent of the personnel en- 
gaged in the investigation were without 
knowledge and training in the utility busi- 
ness. He characterized the findings of the 
Federal Trade Commission as “fraud, deceit, 
misrepresentation, dishonesty, breach of trust, 
and oppression.” 

The Federal government’s surveys on con- 
struction cost of electric power and light fa- 
cilities were branded unsound by N. E. Funk, 
vice president in charge of engineering, of 
the Philadelphia Electric Company. “These 
low cost estimates,” Mr. Funk said, “are at- 
tained by the assumption of primitive con- 
struction, the service from which would not 
be tolerated by present-day customers.” 

Concluding the first day of the convention, 

Zimmerman, of the General Electric 
Company, described advantages of the unified 
electric kitchen; Samuel J. Hibben of West- 
inghouse Lamp Company told of the develop- 
ment of the sodium vapor lamp, suitable for 
highway and flood lighting, and J. H. P. Stein- 
metz, general sales manager of the Public 
Service Electric & Gas Com of Newark, 
N. J., predicted need for a national program 
to promote air ay me apparatus. 

n the second day of the convention, two 
national spokesmen for the industry charged 
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the New Deal with doing more harm oo 
good to recovery and with poormnins #8 
communism under a camouflaged The 
speakers were Thomas N. icone EEI 
president and head of Public Service of New 
Jersey, and Merle Thorpe of Washington, edi- 
tor of Nation’s Business. 

Mr. McCarter declared that the present na- 
tional administration has launched a devastat- 
ing attack to end private operation of the 
electric industry and to nationalize it under 
Federal direction and ultimate ownership. He 
said “the President of the United States 
seems to have an obsession on this subject.” 
Mr. McCarter recited a long series of Fed- 
eral attacks on the power industry, beginning 
with the 3 per cent tax on consumers’ bills, 
the TVA and other “false 2 mewengpend > agp 
PWA loans for municipal plants, the pro- 
posed Wheeler-Rayburn Bill to annihilate 
holding companies. 

The United States Chamber of Commerce 
viewpoint presented by Editor Thorpe was 
that “the troubles of the power and light in- 
dustry are only a part of the general cam- 
paign for larger political , Power and control 
over business enterprises.” Mr. Thorpe said 
the movement is worldwide and has found 
expression in Europe in Hitlerism, commun- 
ism, and facism. 

A striking increase in home use of elec- 
tricity throughout the depression was report- 
ed to the Institute by Frank A. Newton, chair- 
man of the rate research committee of the 
national organization and chief rate engineer 
of the Commonwealth and Southern Corpo- 
ration. 

J. C. Guild, Jr., of Chattanooga, president 
of the Tennessee Electric Power Company, 
told of the firm’s experience in meeting the 
competitive invasion of its territory by the 
TVA and EHFA. Through vigorous sales 
promotion, he said, the company increased its 
current sales 30 per cent, and suffered only a 
3 per cent loss of total revenue. 

Speakers at an open forum session of the 
Institute concluded that the Rayburn-Wheeler 
utility bill is the weapon of a New Deal at- 
tempt to nationalize the electric power in- 
dustry, drive out private ownership and con- 
trol and place it entirely in Federal hands. 
The forum was attended by executives of 
practically every large electric utility in = 
nation. Almost unanimously the del 
pledged their companies to fight to the nish 
against the measure. 

eu during the third day the trustees 

of the Institute reélected Thomas N. Mc- 
Carter as president and adopted a resolution 
recommending to member companies the main- 
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a of present hours and wages to em- 
ployee 

George M. Coie, president of the Utah 
Power and Light Company of Salt Lake 
City, described the probable operation of the 
Wheeler-Rayburn measure as “a_ surgical 
simplification by which arms, legs, and finally 
corporate life itself are to be removed.” 

J. G. Holtzclaw, president of the Virginia 
Electric and Power Company of Richmond, 
added that “it is evident that the primary pur- 
pose in abolishing the holding company lies 
in the belief that financial embarrassment of 
the operating units will force them later, in 
their distress, to seek governmental aid and 
thus become easy prey in the scheme of so- 
cialization.” 

The Charles A. Coffin medal for distin- 
guished contribution to the development of 
electric light and power was awarded to the 
Tennessee Electrical Power Company, of 
Chattanooga. 

The George A. Hughes award for the 
greatest contribution to the development of 
domestic electric cookery load was given to 
the Florida Power & Light Company in. Mi- 
ami. Other individual prizes were also 
awarded. 

James E. Davidson, of Omaha (Nebraska 
Power Company), was elected vice president 
of the Institute, while Paul M. Downey of 
San Francisco, A. H. Kehoe of New York, 
and J. G. Holtzclaw of Richmond were re- 
élected vice presidents. Bernard F. Weadock 
of New York was reélected managing direc- 
tor. Four new trustees were chosen: William 
J. Hagenah of Chicago, Alfred H. Schnell- 
kopf of New York, P. H. Gadsden of Phil- 
adelphia, and E. V. Wakelee of Newark. 
Other officials of the Institute were returned 
to office. 


Senate Passes Holding Company 
Bill by 56 to 32 Vote 
A DRASTICALLY tightened utility holding 


company bill, prescribing the “death” 
penalty for all holding companies more than 


once removed from an operating concern, was 
swept through the Senate by a 56-to-32 vote 
on June 11th. 

Limitation of exemptions to “first degree” 
holding companies came unexpectedly in the 
last few minutes of debate on an amendment 
offered by Senator William E. Borah (R), 
Idaho. It was approved without a record 
vote. 

Passage of the bill in a form even more 
sweeping when it came from committee 
followed the dramatically narrow defeat of 
an amendment by Senator William H. Diete- 
rich (D), Illinois, to eliminate the “death” 
sentence clause. 

By a margin of only 1 vote, 45 to 44, the 
Dieterich proposal failed. As opposed to hold- 
ing company elimination provisions of the bill, 
it would have permitted companies to re- 
adjust their corporate structures after January 

, 1938, and extend unrestricted voting power 
to all classes of shareholders. 

A second attempt to strike out the “death” 
sentence, giving the Securities and Exchange 
Commission power to determine what hold- 
ing companies are engaged in practices detri- 
mental to the public interest, was rejected on 
a ballot almost as close—45 to 43. It was put 
forward by Senator Augustine Lonergan (D), 
Connecticut. 

A letter from President Roosevelt, who 
has persistently asked dissolution of “unnec- 
TT utility holding companies, helped 
speed the measure to final passage, _——€ 
~~ to an item in The Washington (D. C 

ost. 

Addressed to Senator Burton K. Wheeler 
(D.), Montana, co-author of the bill, it was 
read slowly by the Montanan before the 
crucial votes were taken. 

“To verify my talk with you this morning,” 
President Roosevelt was quoted as saying, “I 
am very clear in my mind that while clarify- 
ing or minor amendments to § 11 (holding 
company elimination) cannot be objected to— 
nevertheless any amendment which goes to the 
heart or major objective of § 11 would strike 
at the bill itself and is wholly contrary to the 
recommendations of my message.” 


Alabama 


Refuses to Restrain PWA Loan 


upcE A. A. Griffith in Morgan circuit court 

recently denied a petition of the Alabama 
Power Company for an injunction to restrain 
the city of Decatur from accepting a PWA 
loan to construct a municipal electric distribu- 
tion system. 

In denying the petition, the judge said that 
to grant the injunction would be “like a cir- 
cuit judge declaring unconstitutional 2 part 
of the recovery program of Congress.” 
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Decatur was one of 15 municipalities made a 
part of the suit in United States district court 
in which a group of the preferred shareholders 
of the utility in March obtained an injunction 
to restrain the TVA and the municipalities 
from entering into any contract for electric 
service. 

The municipalities also were restrained from 
borrowing PWA funds to build transmission 
lines to carry out contracts to purchase pow- 
er from TVA. 

As Florence, Tuscumbia, and Sheffield re- 
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THE MARCH OF EVENTS 


cently did, the governing body of Decatur 2. Engage in power business in competition 
revised its application for the loan, eliminat- with the power company. 
ing PW reference to TVA, and reapplied to 3. Operate transmission lines in competi- 
the PWA. tion with the utility. 
4. Use Tennessee river for manufacture of 
Investors Seek TVA Ruling _ power. 
iB i i 
“upcuaxatony decree” ruling on al dase aa eae a program of public ownership 
of the Tennessee Valley Authority is : se Liane 
asked in an appeal from an injunction favor- P a ggae with municipalities for the sale 
able to them recently filed by the preferred re 
ae < _ Alabama Power nae 
e ap eclares a recent ruling of Fed- i 
eral Judge Grubb enjoining TVA from ex- Plan TVA J ubilee 
panding its electrification program in north- Aw TVA “Appreciation Jubilee” will 
west Alabama and restraining 17 towns in that be held at Muscle Shoals July 4th, ac- 
district from obtaining PWA_ loans for the cording to a recent announcement by the 
re aaa of power systems did not go far (Colbert County Chamber of Commerce. 
enough. peer - we : 
The court is asked to forbid PWA loans to Nashville, Memphis, ' Fo ah ao 
cities for construction of municipal power mingham, are expected to participate. 
plants whether such cities would use TVA Among speakers to be invited will be Presi- 
power or not and to hold that TVA cannot: dent Franklin D. Roosevelt, Senator George 
1, Manufacture and sell electricity in com- W. Norris, and Senators and governors from 
petition with the Alabama Power Company. states in the area served by the TVA. 


a 
Colorado 


Danks Appointed Commissioner  ¢ratic state chairman, who recently resigned 
after serving on the commission for eight 


RIGADIER General William C. Danks recent- years. 
ly was appointed a member of the public General Danks formerly was adjutant gen- 
utilities commission by Governor Ed. C. John- eral of the Colorado National Guard and later 
son. Danks succeeds Worth E. Allen, Demo- secretary to Governor Johnson. 


* 


Florida 


Power Control Bills Die The measures sponsored by Federal 
agencies would have granted extra powers to 


Bus to establish a state electrification pro- corporations set up as state agencies and given 
gram similar to the TVA died a natural them all necessary authority “to encourage 
death with the close of the legislature, it is and promote the fullest possible use of power” 
reported. under a nonprofit set-up. 


a 
Georgia 


; Jud P. Withoit, chairman of the commis- 
Orders New Electric Rate Cut PP gD ners Foo See 


OMMERCIAL electric rates of the Georgia of from 8 cents to $6.83 per customer per 
Power Company were ordered reduced month on 20 kilowatt hours. 
on an average of 174 per cent by the public A previous revision in commercial rates or- 
service commission, effective June 15th. dered by the commission resulted in a $656,- 
Preston S. Arkwright, president of the pow- 000 reduction, or a total cut of $1,100,000 per 
er company, estimated the reduction would year from commercial customers alone. 
cut approximately $425,000 annually off the “This newest reduction will affect virtually 
company’s revenues, or 10 per cent of gross every one of the company’s 35,000 commercial 


‘revenues from commercial customers. customers,” he added. 
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Illinois 


Power Strike Ended 


Powe in the Illinois Power and Light 
Corporation strike, which for many weeks 
has inconvenienced consumers in fifty towns 
served by the utility, recently announced that 
a settlement had been reached. 

Wage increases and shortening of hours of 
labor will be granted to each striker. 
exact concession could not be averaged by the 
conferees, they said, because of the many 
classes of workers involved. 

The strike began on April 3rd, when two 
score employees of the company were ordered 
on strike in central Illinois. Simultaneously 
about two hundred union members in south- 
ern Illinois staged a sympathy strike. Resi- 
dents of central Illinois were not inconveni- 
enced by the strike; violence was in the south- 
ern area. 


, ape ay from hey stricken Swine -_ vil- 
ages made odical trips to Spri d to 
plead with = r Horner to intercede and 
bring an end to the cule The governor was 
responsible for finally bringing the two parties 
—* according to an item in the Chicago 


Forfeiture of the Illinois Power & Light 
Corporation franchise was voted unanimously 
by the Edwardsville city council recently, fol- 
lowing a similar step previously taken y the 
city of Wood river. 


Reject Municipal Plant 


nN ordinance proposing a municipal electric 
plant was rejected recently in a record- 
smashing vote by Aledo citizens who turned 
down the proposal by a vote of 838 to 555. 


Indiana 


Plan Gas Plant Purchase 


HE Indianapolis utilities district has ac- 

quired the money necessary for acquisition 
of the Citizens Gas Company property to be 
operated as a trust for residents of the city, 
through the sale of $8,000,000 of 32-year reve- 
nue bonds at 42 per cent interest. 


The sale of these bonds practically assures 
that the control of the gas utility in Indian- 
apolis will be vested shortly in the utilities dis- 
trict created by the legislature for that pur- 
pose. It is the announced intention of the 
board of directors to proceed immediately to 
negotiate a contract for natural gas with a 
view to reducing gas costs to consumers. 


Kansas 


Power Rates Reduced 


HE United Power & Light Company has 

filed new rates applicable to 106 towns, 
providing various reductions for patrons in all 
of the towns served. 


The rates on both commercial and residen- 
tial service are lowered from 9 to 8% cents per 
kilowatt hour. The rates are applicable to 
small consumers and make rates in towns 
which are served by the power company 
uniform. 


Kentucky 


to the quarterly court and the circuit court and 
the case may eventually go to the Supreme 
Court of the United States. 

The court of appeals previously dissolved 
an injunction granted by Judge Humphrey 


City Wins Tax Case 


LL justices concurring, the ‘court of appeals 
recently dissolved the temporary injunc- 
tion Judge Churchill Humphrey granted to 
the Louisville Gas & Electric Company, in 
the recent suit to prevent Louisville’s city as- 
sessor from assessing the company’s property 
for taxation, including back taxes. 
The amount of the taxes claimed by the 
city is more than $5,000,000. The company 
may appeal to the board of equalization, then 


last winter. Subsequently, the gas company 
amended its petition and set out additional de- 
tails it claimed sustained its contention for the 
need of injunctive relief. The company 
claimed that the state tax commission had 
the sole right to make the assessments, it 
is reported. 
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Louisiana 


Orders Statewide Rate Probe 


N investigation into electric rates through- 
out the state, with the exception of the 
territory served by the New Orleans Public 
Service Inc. and the Baton Rouge Electric 
Company, was ordered by the commission. 
The sweeping investigation affecting 12 dif- 
ferent utilities serving some communi- 
ties in the state was ordered following action 
of the commission in ordering a reduction of 
rates by the New Orleans Public Service. A 


reduction had previously been agreed to by the 
Baton Rouge Electric pany. 

The commission proceeded under an act 
Senator Huey P. Long —F by the 
legislature at its recent s session. 

The act empowers the commission to assess 
the utility Pees for costs of the investi- 
gation, including payment of an attorney for 
the commission. 

The commission empowered Senator Long, 
its special counsel, to proceed with the general 
inquiry. 


Maine 


Electric Rates Cut 


SUBSTANTIAL downward revision of elec- 

tric rates, which will mean an annual sav- 
ing of over $96,000 to domestic and commercial 
customers residing in nearly 200 cities and 
towns, was announced recently by Central 
Maine Power Company, following a series of 
conferences and rate studies between officials 
of the company and the state commission. 


Briefly, the new schedule reduces the pres- 
ent rate of communities which have the 10-7 
and 4-cent schedule to 10-5 and 2 cents, and 
is arranged so that for the use of 100 kilowatt 
hours per month, all customers receive an 
average cost of 5 cents per kilowatt hour. 
After 50 to 75 kilowatt hours’ use month, 
depending upon size of home, the electric rate 
— drops sharply to 2 cents per kilowatt 

our. 


Michigan 


have repercussions involving 
rate fight of recent months with Detroit, ac- 


Investigates Gas Rates 


D=™ City Gas Company rates recently, 
for the first time, were under investiga- 
tion by the public utilities commission, it is 
reported. 

Acceding to a petition by the Dearborn 
council, the commission formally inserted it- 
self into the rate controversy and set July Ist 
for a hearing at which preliminary data, 
analysis and tabulations about the gas com- 
pany are to be received. 

Although the investigation technically af- 
fects only rates in Dearborn, it actually will 


the company’s 


cording to The Detroit News. In this phase 
of the controversy, the company promulgated 
a rates and litigation with Detroit is 


At the request of the city and with the con- 
sent of attorneys for the Detroit City Gas 
Company, hearing on the city’s suit asking for 
a permanent injunction restraining the com- 
pany from continuing in effect its recent rate 
increases has been adjourned to 
30th by Judge Ira W. Jayne in Wayne circuit 
court. 


Minnesota 


Gas Rates Reduced 


N™ gas rates, representing savings of 7 
per cent over the old schedule, recently 
were put in effect in Minneapolis by the 
Minneapolis Gas Light Company. 

The new rate schedule represents an esti- 
mated saving of approximately $300,000 a year 
to the 140,000 gas users in Minneapolis and 
the suburban districts. 


The new gas which the city is now using 
is a mixture of natural gas, piped 900 miles 
from the Texas and Kansas gas fields, and 
manufactured gas made in the city of "Min- 
neapolis. 

A resolution indorsing the proposed Fed- 
eral financing of a natural gas line to St. Paul 
from Montana or other natural fields has 
been —— unanimously by the St. Paul city : 
council, 
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Commission Denies Permit 


HE Federal Power Commission recently 
denied an application of the Pigeon River 
Lumber Company for a preliminary it 
to construct a power project on the Pigeon 
river, a boundary stream which en be- 


tween the state of Minnesota and Ontario, 
Canada. 


In denying the application, the commission 
recalled a previous preliminary permit cover- 
ing the project had been granted March 6, 
1924, and had expired three years later without 
the applicant filing for a license. 


Mississipp1 


Offers Promotional Rate 


T= Mississippi Power Company has an- 
nounced a promotional rate plan for its 
urban residential customers at Gulfport where- 
by they may obtain a reduction in electric 
rates 


The new rate schedule will give customers 
an added amount of electrical energy each 
month without any increase in cost, and 
where the amount of current used exceeds the 


additional free amount the rate will be con- 
siderably lower than the basic rate. Small 
users will benefit just as much as large users. 

In the application of this new promotional 
rate, each customer has what is called a “base 
bill.” This base bill is defined as the amount 
paid the same month of the twelve months’ 
period preceding the effective date of the new 
promotional rate, which is July 1, 1935. The 
same twelve months’ period is to be used for 
each month’s “base bill” each year. 


Missouri 


Urge Electrification Plan 


PLAN for electrification of rural Missouri 

through Federal funds, to be repaid 
over a 20-year period by consumers, was out- 
lined recently to officials of the Rural Electri- 
fication Administration. 

Chairman John C. Collet, and other mem- 
bers of the public service commission pre- 
sented the plan by which it is intended to 
bring electricity to every farming area of the 
state. 

“We have only 3,000 miles of rural trans- 
mission lines in Missouri now,” Collet said, 
“and reports show that only .88 of 1 per cent 
of the total amount of electrical energy sold in 
1933 came under rural schedules. Under these 
circumstances the extent of possible expansion 
of business and possible benefit to the public 
is great.” 

Rural electrification through publicly owned 
plants at low rates was advocated before the 
annual convention of the Missouri Association 
of Municipal Utilities by Daniel C. Rogers, 
mayor of Fayette and attorney for the associa- 
tion. 


Rogers displayed a large map of Missouri 
illustrating how the 50-odd municipally owned 
electric light and power plants can be “hooked 
together into one all-state hookup with ap- 
proximately 10 suggested publicly owned 
hydroelectric plants in the Missouri Ozarks.” 

The public service commission recently or- 
dered new rural rates filed by the Missouri 
Power and Light Company for territory ad- 
jacent to 140 towns in north Missouri. 

The new rates, ordered filed by July Ist, 
average from 10 to 30 per cent reductions. 

The Missouri company recently filed with 
the commission a new schedule of rates for 
Jefferson City estimated to save customers ap- 
proximately $15,888 annually. 


Tax Law Includes Utilities 


T= sales tax bill, passed by the fifty-eighth 
general assembly, which includes a one 
per cent tax on all public utility services to be 
paid by the consumer, was signed recently by 
Governor Park. The tax law becomes effec- 
tive August 27, 1935. 


ye 
Nebraska 


Hydrants Serve Delinquents 


cCook residents who have been deprived 

of city water because of past due bills, 
soon will be able to get city water free—if 
they go to the hydrants after it. 


Fire hydrants will be equipped with faucets 
and there will be no limit on the quantity of 
water which a person will be able to get. 

During the last two years delinquent water 
bills have occasioned the city considerable 
worry and expense, and after much discussion 
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it was decided to discontinue service to some 
homes until past due bills are paid. The free 


water hydrant idea was decided upon to take 
care of the situation. 


> 
New Jersey 


Camden Again Seeks 
PWA Fund 


T= Camden city commission has peti- 
tioned the PWA for a $6,000,000 loan 
and grant to construct a municipally owned 


electric light plant after all attempts to pass 
enabling legislation for such a loan had 
blocked in the senate. 

An enabling bill by the legislature is not 
necessary to obtain the fund, according to a 
recent ruling by City Solicitor E. G. C. 
Bleakly. 


North Carolina 


Plan Rural Electrification 


A STATE rural electrification program to 
serve more than 90,000 persons in 78 
counties at a cost of $7,467,957, was outlined 
recently in a report submitted to Governor 
Ehringhaus by the rural electrification com- 
mittee he appointed last spring. 

Potential revenue was estimated by the com- 


mittee at $747,000 a year from a production 
of 10,651,168 kilowatt hours. 

The committee’s work formed the basis for 
two measures passed by the recent general 
assembly, one providing for a rural electrifi- 
cation authority, and the other authorizing 
the formation of nonprofit associations to pro- 
mote extension of power lines in their respec- 
tive communities. 


> 
Ohio 


Rejects Rural Electrification 


7 9lst general assembly, recently ad- 
journed, rejected all rural electrification 
bills, although measures were passed permit- 
ting the state and subdivisions to participate in 
Federal public works grants for grade cross- 
ings and highway improvement. 

The legislation also passed bills permitting 
local subdivisions to hold special elections on 
tax levies and bond issues, to refund bonds, 
and to vote bonds from within the 10-mill 
limitation to outside the limitation. 

A bill to decentralize the public utilities 
commission with junior commissioners to hear 


cases in various parts of the state failed to 
pass. 


Utility Strike Short Lived 


A STRIKE by employees of the Toledo Edison 
Company, which for a while threatened 
to shut off electric power over an area of 800 
square miles in northwestern Ohio, was set- 
tled less than twenty-four hours after it was 
effected. Union members voted 237 to 22 in 
favor of returning to work immediately pend- 
ing the outcome of negotiations of their de- 
mand for a 20 per cent wage increase, it 
is reported. 


* 
Oklahoma 


Rate Probes Ordered 


T= corporation commission has ordered 
an investigation of rate, practices, and 
charges of the Southwestern Bell Telephone 
Company’s Oklahoma City exchange. 

Reford Bond, commission chairman, said the 
investigation would begin July 1st, when the 
commission receives a ,000 investigation 
fund, and that it probably would continue for 
six to eight months. 
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General investigation of rates of the Com- 
munity Natural Gas Company, which serves 
26 cities and towns also has been ordered. 

The company is a subsidiary of the Lone 
Star Gas Company and the Lone Star Gas 
Corporation. 

Gate rates paid to the Lone Star Gas Com- 
pany by the Community Natural were ordered 
reduced from 40 to 30 cents in 1933, and the 
reduction was passed on to the customers. 
The order was upheld by the supreme court. 
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Pennsylvania 


Gas Contract Approved 


Sy public service commission recently an- 
nounced approval of the contract between 
the Philadelphia Gas Works Company and 
the city of Philadelphia for lighting city 
streets during 1935. 

The terms, the commission said, are “more 
favorable to the city” than the 1934 contract. 

The decision was made over the protests of 
City Controller S. Davis Wilson, of Philadel- 
phia, who said the original lease of 1926 was 


procured by misrepresentations to city council. 

The commission recalled that a general 
complaint raising similar objections was filed 
by Wilson against the rates of a previous 
contract and that the commission dismissed it 
in 1934 for want of jurisdiction. The deci- 
sion was affirmed by the superior court in a 
“lengthy and carefully considered opinion,” 
the commission said. 

“We find that approval of this contract is 
necessary and proper for the service, accom- 
modation, and convenience of the public.” 


Rhode Island 


Announce Phone Rate Cut 


ERTAIN telephone rate reductions to save 

local subscribers approximately $50,000 
@ year were announced recently by the state 
division of public utilities and the New Eng- 
land Telephone & Telegraph Company, it is 
reported. 

Abolition of the $2 reinstallation charge 
under certain conditions, and gradual elimina- 
tion of the 15 cents a month charge on hand 
sets are promised by the telephone company. 


The mileage rate on four-party local exchange 
service beyond certain zones will also be done 
away with. 


Signs Truck Regulation Bill 


TRUCK regulation bill, requiring owners 

of trucks carrying property for hire to 
obtain certificates of necessity and placing 
rates under the jurisdiction of the public 
utilities division, was signed recently by Gov- 
ernor Green. 


South Carolina 


Pearman Heads Commission 


B= J. Pearman, of Anderson, has been 
elected chairman of the public service 
commission, to succeed J. Beamguard, of 
York, who failed of reélection to the commis- 


sion at the recent session of the general as- 
sembly. Pearman served as vice chairman 
and since Beamguard retired from office he has 
served as acting chairman of the commission. 

J. W. Wolfe, of Inman, was named vice 
chairman of the commission. 


Wisconsin 


Court Weighs Severance Claim 


TS Wisconsin Supreme Court recently 

took under advisement the question of 
whether a utility which operates in several lo- 
calities is entitled to severance es when 
a municipality acquires one of its units. 

The court listened nearly four hours to 
arguments in the Wisconsin Power and Light 
Company’s appeal from a public service com- 
mission order in the Brooklyn municipal ac- 
quisition case. 

This is the first time in twenty-five years 
of utility regulation in Wisconsin that the 
question of severance damages has been 
presented to the supreme court. 


Circuit Judge A. G. Zimmermann of Dane 
county sustained a commission order which 
fixed purchase price of $10,000 for the Brook- 
lyn electric distribution plant, but denied $56,- 
166 claimed by the company as damages to 
the rest of its property throughout the state. 

Alvin C. Reis, commission chief counsel, 
argued that if the company’s contention is sus- 
tained, communities will be unable to estab- 
lish municipal plants by buying privately 
owned utility property. 

William Ryan, Madison, company attorney, 
argued that if the village is not required to 
pay severance damages the company will incur 
a loss that can be met only by higher rates 
for remaining customers or by its investors. 
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The Latest Utility Rulings 





Commission Not Subject to Executive Control 


| Bppsrmemiony occupy in our gov- 
ernmental setup a position differ- 
ent from courts, legislative bodies, and 
executives although they have some 
characteristics and exercise some func- 
tions of each of these three recognized 
departments of government. The prev- 
alent view is that they are administra- 
tive bodies authorized to carry out a 
policy established by legislators. Since 
they act judicially in making decisions 
on the basis of facts presented by par- 
ties to commission proceedings, there 
arises the question of the propriety of 
attempts to influence their action. 

Commissions have boldly announced 
that they would not be influenced by 
threats or political pressure. In some 
cases attempts by governors and other 
officials to influence commission deci- 
sions have been reported. The United 
States Supreme Court has recently em- 
phasized the desirability of commission 
action without coercion from outside 
sources. 

The exact point decided by the court 
related to the power of the President 
to remove a member of the Federal 
Trade Commission. The court held 
that the President had no such power 


of removal except after a showing of 
inefficiency, neglect of duty, or mal- 
feasance in office. Mr. Justice Suther- 
land, delivering the opinion, said: 
It is quite evident that one who holds his 
office only during the pleasure of another 
cannot be depended upon to maintain an at- 


- of independence against the latter’s 
will, 


The fundamental necessity of main- 
taining each of the three general de- 
partments of government entirely free 
from the control or coercive influence, 
direct or indirect, of each of the others, 
it was said, had often been stressed 
since “the sound application of a prin- 
ciple that makes one master in his own 
house precludes him from imposing his 
control in the house of another wes is 
master there.” 

The coercive influence of the power 
of removal claimed for the President, 
it was declared, threatened the inde- 
pendence of a commission which is not 
only wholly disconnected from the ex- 
ecutive department, but which was 
created by Congress as a means of 
carrying into operation legislative and 
judicial powers. Rathbun v. United 
States (55 S. Ct. 869). 


& 
Rural Electric Rate Plan Approved 


7s Missouri commission has ap- 
proved a plan for rural electric 
rates and extension charges to be put 
into effect by the Missouri Power & 
Light Company. The commission ex- 
presses a desire that the utility should 
be protected against any excess losses 
in promoting rural service but that the 
service be promoted and the system ex- 
tended in new territory under condi- 


tions that will encourage expansion in 
every instance where business foresight 
will permit. 

Rural extensions are to be maintained 
by the company, which will assume all 
liability on the lines and pay taxes and 
create a reserve for depreciation on the 
entire system. Title to all property 
used in furnishing the service, in the 
opinion of the commission, should be 
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in the utility company, whether a part 
or all of the extension be financed by 
the consumer or not. The commission 
says: 


The schedule that the defendant should 
file applicable to rural customers should 
permit the prospective rural customer, for 
whom a line extension is necessary, to 
choose whether he will finance all or any 
part of the excess investment cost neces- 
sary to serve him or whether all of the ex- 
tension costs should be financed by the de- 
fendant. The schedule should also state 
the amount that the defendant will finance 
an extension for the average customer to 
be served. The minimum amount should 
be stated, and provide for greater amounts 
should the customer make greater use of 
the service than the minimum customer 
may use. The schedule should be so de- 
signed that it will encourage the use of 
current to all customers. When designing 
that schedule it should be borne in mind 
that the revenue to be received from this 
class of customers will justify a certain ex- 
penditure. Then, once having designed the 
schedule that will produce the necessary 
revenue and at the same time encourage use 
of the service by rural customers, such ex- 
cess cost as is necessary to extend the serv- 
ice to those customers should be met by 
a separate fixed charge in an amount pro- 
portionate to the amount of the excess cost. 


A differentiation in the various kinds 
of customers served in rural territory 
is approved, since with the develop- 


ment of hard-surfaced roads there are 
increasing numbers of commercial or 
business customers locating along those 
highways in rural territory. One classi- 
fication should include customers known 
as purely rural or farm customers and a 
second class business or commercial 
customers. In addition to these classi- 
fications there will be perhaps the in- 
dustrial customer whose advent depends 
upon conditions existing at some par- 
ticular point, possibly in no way related 
to the surrounding rural community. 

The commission disapproves rural 
rates based on rates existing at the near- 
est town in which retail service is fur- 
nished by the utility, since under such 
a plan a rural customer living out of a 
large city would receive service at low- 
er rates than a like rural customer 
served by an extension constructed out 
of one of the smaller towns. The com- 
mission observes: 


The rural customers are a class to them- 
selves, and when served from one intercon- 
nected system of transmission lines they 
should receive the service under rates and 
rules as nearly alike as possible. 


Public Service Commission of Missouri 
v. Missouri Power & Light Co. (Case 
No. 8743). 


e 


‘Customer Had Right to Sub-meter Current 


SUPERIOR court decision in Rhode 
Island has awarded to the Main 
Realty Company of Pawtucket damages 
against the Blackstone Valley Gas & 
Electric Company as a result of the re- 
fusal of the utility to allow the customer 
‘ a master meter to sell electricity to ten- 
ants. 
Judge Alexander Churchill held that 


the customer had shown with a reason- 
able degree of certainty that it would 
have made a profit by the resale and 
sub-metering of electricity furnished by 
the utility company if it had been grant- 
ed a master meter and the right to resell 
the electricity to tenants. Main Realty 
Co. v. Blackstone Valley Gas & Elec- 
tric Co. 


e 


Rates Based on Original Cost Less Depreciation Reserve 


REDUCTION of telephone rates has 
been ordered by the Oklahoma 
commission after finding that the rate 


base was fairly represented by the orig- 
inal or actual cost of the property less 
the balance in the depreciation reserve. 
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A return of 6 per cent was allowed upon 
this basis. 

The commission analyzed two repro- 
duction cost appraisals and the actual 
cost figures, and in finding the rate base 
stated that 90 per cent of the exchange 
telephone properties were constructed 
during a period when prices for ma- 
terials and labor generally were high. 

Deduction of the balance in the de- 
preciation reserve was justified on the 
ground that this represented the actual 
experience of the company and that if 
there had been any errors in the com- 
pany method of depreciation accruals, 
it seemed reasonable that such errors 
would have been corrected. It was said 
that where the company earned each 
year an amount necessary to take care 
of depreciation the balance in the re- 
serve represented the amount of depre- 
ciation in terms of original cost unless 
the company’s calculations were erro- 
neous. 

No separate allowance was made for 
going concern value, which the com- 
mission termed “mythical” and “fan- 
tastic.” Any allowance over and above 
all the necessary outlay for constructing 
and placing a plant in successful opera- 
tion, it was said, is nothing more than 


good will, and good will has no place 
in the fixing of values for rate-making 
purposes. Good will was said to be 
characteristic of a competitive business 
while a public utility is monopolistic in 
character. 

Attempts to establish development 
cost were rejected on the ground that 
such a cost is “just what the lan- 
guage implies,” a cost and not a value. 
Moreover it was declared that any costs 
incurred had been met from operating 
expenses. 

The commission also declared that it 
is improper to use as a basis of forecast- 
ing future revenues the revenues for the 
latest 12-month period if such period 
represents subnormal rather than nor- 
mal or average conditions ; that income 
taxes should be paid out of net earnings 
and not out of gross earnings, and that 
they are not a proper charge to operat- 
ing expenses, although in view of ju- 
dicial decisions, the commission allowed 
them as operating expenses; and that 
annual depreciation allowance and ac- 
crued depreciation should be properly 
related. Functional efficiency, it was 
said, is not depreciation. Re South- 
western Bell Telephone Co. (Case No. 
10737, Order No. 8666). 


e 


Obligation of Municipal District to Outside Customers 


HE Colorado commission has dis- 

missed a complaint by customers 
located outside of the city of Pueblo 
against charges by a municipal district 
located in the city. Allegations of dis- 
crimination by the district managers 
were dismissed. 

The commission, after stating that it 
had no jurisdiction over municipal 
plant rates within municipal limits al- 
though it had jurisdiction over rates 
outside, discussed the question whether 
or not a municipal utility owes a duty 
and obligation to those outside of the 
boundary of the municipality equal to 
that owed to those within, or whether 
the duty to the consumers within is a 
superior and prime one as compared 


with an inferior and subordinate re- 
sponsibility to those outside. It was 
said in part: 

The rights of outside consumers, to whom 
surplus water only may be sold, are 
always subordinate to the rights of the real 
beneficiaries of the trust, at least so far as 
the general duty to serve is concerned. 


The commission said further that if 
it were proved that gross revenue from 
intracity operations were only sufficient 
to cover all operating expenses, includ- 
ing depreciation, etc., that fact alone 
would not bar the district from insist- 
ing on earning a reasonable profit or re- 
turn for service rendered outsiders. 
The only limitation on the municipal 
utility was said to be the duty to serve 





